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WEDNESDAY, JULY 27, 1955 


Hovsr or REPRESENTATIVES, 
ComMIrrre ON Ways AND MEANS, 
Washington, D.C. 

The committee met at 10:10 a. m., pursuant to notice, in the Ways 
and Means Committee room, Hon. Jere Cooper, chairman, presiding. 

The CuHarrman. The committee will please be in order. 

Today the committee will conduct public hearings on H. R. 7466, 
introduced by myself, and H. R. 7467, introduced by our distinguished 
colleague, Hon. Thomas A. Jenkins. 

These identical bills would amend paragraph 367 of the Tariff Act 
of 1930 and relate to upjeweling of watches. 

(H. R. 7466 follows (H. R. 7467 is identical) :) 


[H. R. 7466, 84th Cong., 1st sess.] 


A BILI. To amend paragraph 367 of the Tariff Act of 1930 which defines substitutes for 
jewels in imported watch movements 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That paragraph 367 (i) of the Tariff Act 
of 1930 (19 U. S. C., see. 1001, par. 367 (i) ) is amended to read as follows: 

“(i) For the purposes of this paragraph and paragraph 368 the term ‘jewel’ 
includes substitutes for jewels. For the purposes of the preceding sentence, 
the term ‘substitutes for jewels’ includes, without limitation, each place in any 
movement, mechanism, device, instrument, assembly, or subassembly where a 
jewel (as defined in the preceding sentence) is placed or inserted and serves a 
mechanical purpose as a frictional bearing, whether such jewel is so placed or 
inserted in a foreign trade zone (notwithstanding the provisions of the Act of 
June 18, 1934, as amended (19 U. S. C., secs. Sla—S1lu) ), or in a bonded warehouse 
or otherwise in customs custody, or (except for the purposes of subparagraph 
(b) of this paragraph and paragraph 368 (b)) elsewhere within the United 
States within three years after the date of release from customs custody. The 
Secretary of the Treasury is authorized to make regulations to enforce or other- 
wise carry out the provisions of this subparagraph, which regulations may in- 
clude provision for any bond, and for any declaration or other form of proof, he 
deems necessary.” 

Sec. 2. The amendment made by the first section of this Act shall enter into 
force as soon as practicable, on a date to be specified by the President in a notice 
to the Secretary of the Treasury following such negotiations as may be necessary 
to effect a modification or termination of any international obligations of the 
United States with which the amendment might conflict, but in any event not 
later than 180 days after the enactment of this act. 


The CHarrmMan. Wthout objection, the Departments’ reports on 
these bills will be inserted at this point in the record. 
(The reports follow :) 
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DEPARTMENT OF STATE, 


July 27, 1955. 
Hon. JERE Cooper, 


Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


My Dear Mr. Cooper: In reply to your query as to the position of the Depart- 
ment of State on H. R. 7466 and H. R. 7467 the Department has no objection to 
the passage of the bills. The Department is represented on the Interdepart- 
mental Advisory Committee on the Watch Industry which considered the problem 
and participated in the decision to seek legislation. 

It should be pointed out that it is possible that this may complicate our rela- 
tions with Switzerland, but, even so, the Department does not find any over- 
riding foreign policy reasons to object to the legislation. 

There are, of course, other aspects of the matter such as the technical adequacy 
of the proposed legislation, which are the special responsibility of other agencies 
of the Government. 

Sincerely yours, 
THRUSTON B. Morton, Assistant Secretary. 


THE SECRETARY OF COMMERCE, 
Washington, July 25, 1955. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Deak Mr. CHAIRMAN: This letter is in reply to your request for the views of 
the Department of Commerce with respect to H. R. 7466, a bill to amend para- 
graph 367 (i) of the Tariff Act of 1980 which defines substitutes for jewels in 
imported watch movements. 

The Department of Commerce endorses the purpose of this bill and urges prompt 
enactment of H. R. 7466. Enactment of this legislation would enable the Depart- 
ment of the Treasury to act to prevent circumvention of a recent ruling by that 
Department pertaining to avoidance of tariff duties by the use of various 
“upjeweling” devices. 

The Bureau of the Budget has advised that it would interpose no objection to 
submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, Secretary of Commerce. 





Unirep States DepARTMENT oF LABOR, 
OFFICE OF THE SECRETARY, 
Washington. 
Hon. Jerm Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington 25, D. C. 

DEAR CONGRESSMAN Cooper: This is in response to your request for my com- 
ments on H. R. 7466, a bill to amend paragraph 367 of the Tariff Act of 1930 
which defines substitutes for jewels in imported watch movements. 

The bill provides, in effect, that the term “jewel” for duty purposes shall 
include a setting when a bearing jewel is inserted in the setting within 3 years 
after clearing customs. 

I am very much concerned with employment in the domestic watch industry, 
which has received my special attention. It is my understanding that the bill 
is intended to remedy a loophole in the present tariff protection afforded this 
industry. Congress has provided that the duties on these movements shall vary 
according to the number of jewels. The practice of inserting jewels after im- 
portation, or upjeweling, frustrates this intent. For this reason and in the 
interest of better administration of the customs laws, I would favor this proposal. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 


JAMES P. MITCHELL, 
Secretary of Labor. 





| 
i 
| 
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Unirep States TarirF COMMISSION, 

Washington, July 28, 1955. 

Memorandum for the House Committee on Ways and Means on H. R. 7466 and 

H. R. 7467, identical bills to amend paragraph 367 of the Tariff Act of 1930 
which defines substitutes for jewels in imported watch movements 


INTRODUCTION 


The proposed legislation, if enacted, would amend paragraph 367 (i) of the 
Tariff Act of 1930 to read as follows (new language italicized) : 

(i) For the purposes of this paragraph and paragraph 368 the term “jewel” 
includes substitutes for jewels. For the purposes of the preceding sentence, the 
term “substitutes for jewels” includes, without limitation, each place in any 
movement, mechanism, device, instrument, assembly, or subassembly where a 
jewel (as defined in the preceding sentence) is placed or inserted and serves 
a mechanical purpose as a frictional bearing, whether such jewel is so placed 
or inserted in a foreign trade zone (notwithstanding the provisions of the Act 
of June 18, 1934, as amended (19 U. 8. C., secs. 81a—81u)), or in a bonded ware- 
house or otherwise in customs custody, or (except for the purposes of subpara- 
graph (b) of this paragraph and paragraph 368 (b)) elsewhere within the 
United States within three years after the date of release from customs custody. 
The Secretary of the Treasury is authorized to make regulations to enforce or 
otherwise carry out the provisions of this subparagraph, which regulations may 
include provision for any bond, and for any declaration or other form of proof, 
he deems necessary. 

The amendment would “enter into force as soon as practicable, on a date 
to be specified by the President in a notice to the Secretary of the Treasury 
following such negotiations as may be necessary to effect a modification or termi- 
nation of any international obligations of the United States with which the 
amendment might conflict, but in any event not later than one hundred and 
eighty days after the date of the enactment of this Act.” 

The proposed legislation is designed as a deterrent to upjeweling imported watch 
movements in the United States, which practice domestic producers of jeweled 
watch movements claim to be prejudicial to the sale of their watches having more 
than 17 jewels. This practice involves the importation of jeweled movements 
and converting them in the United States into movements with a larger number 
of jewels. A number of years ago, a practice developed of upjeweling in the 
United States imported movements with 1 jewel to movements with 7 jewels, 
but subsequent trade-agreement reductions in rates of duty and rising costs of 
such upjeweling brought the practice to an end. In recent years, upjeweling has 
been confined principally to converting imported movements with 17 jewels 
to movements with as many as 25. 

The earlier practices of upjewing involved rather substantial processing in the 
United States. The imported movement had to be disassembled, the plates and 
bridges jeweled, markings changed, the parts reassembled into a movement, and 
the movement timed. In recent years upjeweling has been facilitated by tech- 
nological developments in the watchmaking field, such as the Duo-Fix and 
similar devices. The utilization of such devices not only has facilitated upjewel- 
ing but also has improved the quality of the finished product. 


RELATIONSHIP OF UPJEWELING TO TARIFF TREATMENT OF IMPORTED WATCH MOVEMENTS 


The only important incentive to upjeweling at present is the wide disparity 
in tariff rates applicable to movements with 17 or fewer jewels and those with 
more than 17 jewels. The attached table 1 sets forth the rates of duty prescribed 
in paragraph 367 of the Tariff Act of 1930, as modified, on watch movements, 
assemblies, and subassemblies, and parts. The rates on all movements having 
17 or fewer jewels (or none at all) vary according to the size of the movement, 
jewel count, the number of adjustments, whether the movement is designed to 
operate for a period in excess of 47 hours without rewinding, or is self-winding, 
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or could accommodate a self-winding device. The highest rate possible on a 
17-jewel movement totals $9.10, computed as follows: 


On a movement not over 0.6 inch in width, inclusive of 7 jewels____--~-~- $2. 50 
Pon the 10. additional jewdle. acca es Dai ese Had eee 085.8 1.35 
For 9 siiiuctmonttns. iit sé Sees ai Sie) dh ee dwelt. seta uh *4.50 
For self-winding feature_____-_ 


Total a cB i el 9.10 


1 Includes 1 adjustment for isochronism, 2 for temperature, and 6 for position. Although 
6 position adjustments are possible, even very high-quality watches ordinarily have no more 
than 5 adjustments. 

Most watches that enter the country are marked unadjusted and are being 
admitted without the assessment of adjustment duties. All movements having 
more than 17 jewels are dutiable at $10.75 each, regardless of size, adjustments, 
etc. As long as the duty on a movement with more than 17 jewels appreciably 
exceeds that on a movement with 17 jewels, plus the cost of converting such 
movement into one with 18 or more jewels, the incentive to upjewel will exist. 
The Bureau of Customs of the Treasury Department issued a ruling (T. D. 
538753) on March 16, 1955, that watch movements specially engineered, con- 
structed, designed, or prepared to facilitate upjeweling after importation by 
omission of jewels and substitution therefor of metal caps, bearings, bushings, 
or bouchons contain “substitutes for jewels” within the meaning of paragraph 
367 (i) in each position customarily occupied by a genuine or synethetic jewel 
but in which a metal cap, bearing, bushing, or bouchon has been placed at the 
time the movements were prepared for exportation to the United States. The 
ruling, which became effective in June, may deter certain upjeweling practices 
encountered in recent years. However, it is no deterrent whatsoever with respect 
to other practices involving movements which, at the time of importation, have 
no “substitute” jewels in the places in the movements where the real or synthetic 
jewels are ultimately installed after importation into the United States. 


ANALYSIS OF PROPOSED LEGISLATION 


The bills under consideration propose to meet the problem of upjeweling 
by defining the term “substitutes for jewels” in paragraph 367 (i) to include 
“each place” in a movement where a jewel or substitute for a jewel “is placed 
or inserted and serves a mechanical purpose as a frictional bearing, whether 
such jewel is so placed or inserted in a foreign-trade zone * * *, or in a bonded 
warehouse or otherwise in customs custody, or * * * elsewhere within the United 
States within 3 years after the date of release from customs custody.” Approach- 
ing the problem in terms of a solution based upon a completely arbitrary defi- 
nition of the term “substitutes for jewels” is both indirect and confusing. <A 
substitute for a jewel is a “thing,” not a “place.” The present definition of 
“jewel” in paragraph 367 (i) as including “substitutes for jewels,” when coupled 
with the proposed definition of ‘substitutes for jewels” as including “each place” 
in a movement where a “jewel” is inserted or placed, literally could mean that 
a “jewel” is a “place” where a “place” is inserted or placed. This absurdity 
could be overcome and the substance in the first two sentences of the proposed 
paragraph 367 (i) could be more clearly and accurately stated if the following 
language was substituted: 

“(i) For the purposes of this paragraph and paragraph 368, (1) the term 
‘jewel’ includes substitutes for jewels, and (2) any duties assessable shall be 
computed on the basis of the total number of jewels, so defined, as are incor- 
porated into any movement, mechanism, device, instrument, assembly, or sub- 
assembly at any time prior to, or within three years after, the date of release 
from customs custody of such movement, mechanism, device, instrument, assem- 
bly, or subassembly. * * *” 

However. even if the language of the bills was clarified as above indicated, 
there would still be involved a departure from the general principle that imported 
articles are classified for tariff purposes according to their character and condi- 
tion at the time of importation. To the extent that the proposed legislation 
would increase duty rates by reason of upjeweling in the United States, the duty 
would not be one which is imposed upon, or by reason of, the importation of 
the movements, but rather one which is imposed upon domestic processing of 
the imported movements. This, again, represents a departure from the general 
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principle of encouraging processing of imported articles in the United States. 
In practical effect, such increases in rates of duty would be the equivalent of 
internal taxes. 

The Commission is not unmindful of the various provisions in the tariff 
laws which make the actual use of imported articles in the United States deter- 
minative of their tariff status. As far as the Commission is aware, however, 
all such provisions which have been enacted in the past grant preferred tariff 
treatment to certain classes of goods used (or processed) in certain ways in the 
United States and are clearly distinguishable from a provision such as is proposed 
in the bills under consideration which would affirmatively impose increased rates 
of duty on imported articles by reason of processing applied in this country after 
their release from customs custody. 

To the extent that the proposed legislation would provide for increased rates 
of duty on watch movements by reason of their being upjeweled in the United 
States, such legislation, if enacted, would be inconsistent with obligations of 
the United States under the Swiss trade agreement, unless the President took 
the action which is provided for in section 2 of the bills. 

Since almost any of the watch movements being imported with not over 17 
jewels could be upjeweled in the United States after release from customs custody 
to movements with over 17 jewels, the administration of the measure would 
involve added burdens not only on customs officers but also on importers, including 
those who had no intention of participating in, or being a party to, upjeweling 
transactions. 

Effectively plugging up tariff loopholes is often diffieult. Legislation may 
overcome tariff avoidance practices previously encountered, but may not suffi- 
ciently anticipate potential new practices which importers may devise. The 
Commission wonders, for example, whether defining a substitute for a jewel 
as a “place” in a movement where a jewel is “placed or inserted” is adequate 
to provide for a domestic processing involving the complete substitution in the 
United States of a bridge with, say, two or more jewels for a jewelless bridge 
in the imported movement. In such a situation, the question would be whether 
jewels per se are placed or inserted in the movement. It also seems possible 
that importers might find in the provisions of paragraph 1615 (g), Tariff Act 
of 1930, as amended, a feasible method of avoiding the full impact of the $10.75 
duty on watch movements having more than 17 jewels. *aragraph 1615 (g), as 
amended, provides for partial exemption from duty in the case of (1) any article 
returned to the United States after having been exported for repair or altera- 
tions, and (2) any article of metal (except precious metal) manufactured in 
the United States or subjected to a process of manufacture in the United States, 
exported for further processing, and thereafter returned to the United States 
dutiable only on the value of the pocessing done abroad. 

The title of the bills is incorrect. It indicates that paragraph 367 of the 
Tariff Act of 1930 defines substitutes for jewels in imported watch movements. 
Paragraph 367 contains no such definition at the present time. 


TABLE 1.—Rates of duty on watch movements, assemblies and subassemblies, 
and parts 


a Description Full rate ! | Reduced rate 


367 (a) Watch movements, and time-indicating, time- 
keeping, or time-measuring devices, instru- 
ments, and mechanisms, whether or not 
designed to be carried or worn on or about 
the person; all the foregoing, if under 1.77 
inches wide, whether or not in cases, con- 
tainers, or housings: 


(2) | Having no jewels or only 1 jewel and in 
width 

| Not over 0.6 ineh_. $1.50 each __-. $1.35 each. 
Over 0.6 but not over 0.8 inch ....| $1.35 each $1.1244 each. 
Over 0.8 but not over 0.9 inch $1.20 each _. $1.12 each. 
Over 0.9 but not over 1 inch ___ $1.05 each $1.05 each. 
Over 1 but not over 1.2 inches 93 cents each 93 cents each. 
Over 1.2 but not over 1.5 inches 84 cents each 84 cents each. 
Over 1.5 inches -__-__- 75 cents each 


See footnotes at end of table. 
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TaBLy 1.—Rates of duty on watch movements, assemblies and subassemblies, 
and parts—Continued 














ae | Description Full rate ! Reduced rate 2 
_ | _—— = ? 
(1) | Having over 1 but not over 17 jewels and in 
| width- 
Oe eae eee $2.50 each. _- $2.50 each. 
Over 0.6 but not over 0.8 inch .----| $2.25 each...........| $2.0214 each. 
Over 0.8 but not over 0.9 inch._.-__--._| $2 each __....__.-_..-] $2 each. 
Over 0.9 but not over 1 inch. __._.._._. $1.76 coon. |... .. - 5. $1.75 each. : 
Over 1 but not over 1.2 inches __- --| $1.55 each. -_-- .---} $1.35 each. | 
| Over 1.2 but not over 1.5 inches... ____- $1.40 each... ...---- Do. 
f Ovel PB Rees oe ee eek ct $1.25 each _ $1.25 each. 
(3) | Any of the foregoing having over 7 | 15 cents for, each 13% cents for éaeb : 
jewels shall be subject to an addi- | jewel over 7. jewel over 7. 
tional duty of. 
(4) | Any of the foregoing shall be subject for | $1 for each adjust- | 50 cents for each ad- 
| each adjustment of whatever kind (treat- ment. justment, 
| ing adjustment to temperature as to ad- | 
| justments), in accordance with the | 
marking as hereinafter provided for, to 
| an additional duty of. | ; 
(5) Any of the foregoing constructed or de- | $1 each___-- 75 cents each. : 
signed to operate for over 47 hours with- a ; 
{ out rewinding, or if self-winding, or if a 
self-winding device may be incorporated 
one, shall be subject to an additional | 
duty of. 
Any of the foregoing having under 7 jewels The full rates spec- | 
| and having a bushing or its equivalent ified above in re- | 
(other than a substitute for a jewel) in spect of such ar- 1 : 
| any position customarily occupied by a ticle. } : 
| jewel shall be subject to. | 
(6) | Having over 17 jewels | $10.75 each _- { 
(b) All the foregoing shall have cut, ‘die sunk, “or } ; 
engraved, conspicuously and indelibly on } 
} 1 or more of the bridges or top plates: The 
name of the country of manufacture; the 
name of the manufacturer or purchaser; in | | 
Arabic numberals and in words the number | 
| of jewels, if any, serving a mechanical pur- } 
| pose as frictional bearings; and, in Arabic | 
numerals and in words, the number and | 
classes of adjustments, or, if unadjusted, the | 
word “‘unadjusted’’. 
(c) (1) | Parts for any of the foregoing (except bottom | 45 percent ad va- 
or pillar plates or their equivalent, bridges lorem. 
or their equivalent, and jewels) imported in 1 
| the same shipment with complete move- | | 
| ments, devices, instruments, or mechanisms 
provided for in subpar. (a) of this para- | : 
| graph (whether or not suitable for use in | ; 
such articles), but not including all the parts } 
| in such shipment which exceed in value 4 | | : 
| percent of the value of such complete articles. : 
(2) | Bottom or pillar plates, or their equivalent____.| 44 the duty for the | % the current duty 
| complete article | for the complete 
| for which suitable. | article. 


(3) | Assemblies and subassemblies (unless duitable 
under (c) (1) above) consisting of two or more 
parts or pieces of metal or other material fast- 
ened or joined together: 
Balance assemblies : 

For the purposes of this subdivision a 
balance assembly shall be an assembly 

consisting of a balance staff, balance 
| wheel, and hairspring, with or with- 
out other parts commercially known as 
parts of a balance assembly. 

Other: 


50 cents per assem- | 35 cents per assem- 
bly. bly. 





| 
| 
| 
| 


For any jewels therein- 

For any bottom or pillar plates or their 
equivalent therein. 

For other parts or pieces of metal or 
other material fastened or joined to- 
gether therein (bimetallic balance 
wheels which are not parts of balance 
assemblies, and mainsprings .with 
riveted ends, each to be considered 
as one part or piece). 


See footnote at end of table. 





15 cents per jewel __- 

The rate specified in 
(c) (2) above. 

3 cents for each part 
or piece. 


9 cents per jewel. 
The current rate in 
(c) (2) above. 





2 cents for each part 
or piece. 


. 
: 
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TABLE 1.—Rates of duty on watch movements, assemblies and subassemblies, 
and parts—Continued 


Paragraph 


No. 


(a) 


(e) 


( 


(g) 


ein AA a a 


: (b) 


(i) 


(4) 


ql) 


(2) 


(3) 


(4) 


(5) 








Description 


The duty on any assembly or subassembly 
shall be. 


Other parts (except jewels) 


Jewels suitable for use in any article dutiable 
under this paragraph or yar. 368, or in any 
compass or meter. 


Dials under 1.77 inches wide, for any article | 


provided for in subpar. (1) of this paragraph, 
and imported separately. 

Dials for any articles provided for in subpar. 
(a) of this paragraph, whether or not attached 
thereto, shall have cut, die sunk, engraved, 
or stamped, eonspicuously and 
thereon the name of the country of manufac- 


Full rate ! 


} 

Not more than the 

duty for the com- 

plete article for 
which suitable, 

and not less than 
45 percent ad val. 

| 65 percent ad va- 

lorem. 

| 10 percent 

lorem. 

| 5 cents each and 45 
percent ad va- 

lorem. 


indelibly | 


ture; which marking, if the dial is imported | 
attached to any of the aforesaid articles, shall | 
be placed on the face of the dial in such man- | 
ner as not to be obscured by any part of the | 


case, container, or housing. 

Cases, containers, or housings designed or suit- 
able for containing any article provided for 
in subpar. (a) of this paragraph, whether or 
not containing such articles, and whether 
complete or incomplete, finished or unfin- 
ished (except containers used for shipping 
purposes only): 

Made of gold or platinum _..............-. 


In part of gold, platinum, or silver, or 
wholly of silver. 


Set with precious, semiprecious, or imita- | 


tion precious or semiprecious stones, or 
prepared for the setting of such stones. 


Of base metal and not containing gold, | 


platinum, or silver. 


Any of the foregoing cases, containers, or hous- 
ings, if enameled, shall be subject to an addi- 
tional duty of. 

The foregoing cases, containers, and housings 
shall have cut, die sunk, or engraved, con- 


spicuously and indelibly on the inside of the | 


back cover, the name in full of the manu- 
facturer or purchaser and the name of the 
country of manufacture. 

For the purposes of this paragraph the width of 
any movement, device, instrument, or 
mechanism shall be the shortest surface 
dimension through the center of the bottom 
or pillar plate, or its equivalent, not including 
in the measurement any portion not essential 
to the functioning of the movement or other 
article. 

For the purposes of this paragraph and par. 368 
the term “jewel’’ includes substitutes for 
jewels. 

An article required by this paragraph to be 
marked shall be denied entry unless marked 
in exact conformity with the requirements of 
this paragraph. 


1 Rate provided for in Tariff Act of 1930. 


2 Rate currently in effect under Swiss Trade Agreement. 
proceedings under sec. 7 of the 


percent ad va- 
| lorem. 
| 40 cents each and 


45 percent ad valo- 
rem. 
40 cents each and 
| 45 percent ad valo- 





! 


| 
| 





ad va- | 


' 
| 


} 


75 cents each and 45 | 


|} rem. 
20 cents each and 45 | 
percent ad valo- 
rem. 
| 15 percent ad valo- 
rem. 


Reduced rate ? 





Same rule applied to 
current rates. 


55 percent ad 


lorem 


va- 


2! cents each and 45 
percent ad  Va- 
lorem. 


75 cents each and 30 


percent ad va 
lorem. 
40 cents each and 


30 percent ad valo- 
rem. 

40 cents each and 
30 percent ad valo- 
rem. 

10 cents each and 25 
percent ad valo- 
rem. 


This column includes increased rates pro- 
claimed by the President in J wy ees on most of the movements in par. 367 (a), as a result of ‘‘escape clause’ 


rade Agreements Extension Act of 1951, as amended. 


The Cuarrman. The legislation was introduced at the request of 
the administration. 
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Because it is not possible to predict what will be required of the 
Members of the House on the floor today, it is necessary that we 
endeavor to proceed with these hearings as expeditiously as possible. 
It may become necessary for us to continue the hearings ae Mem- 
bers are going to the floor to answer a rollcall. 

The Chair would appceciadp the cooperation of the witnesses in 
being as brief as possible in their testimony. Any witness desiring 
to introduce saheduniialintiey material for incluson in the record may 
do so. The record will be kept open until July 30, 1955, for state- 
ments that any interested person may care to submit for inclusion in 
the record. 

Witnesses may correct the record of their testimony in the com- 
mittee office tomorrow morning. 

The first witness this morning is the Honorable H. Chapman Rose, 
Assistant Secretary of the Treasury. 

Mr. Rose, of course we know you very pleasantly, but please follow 
the usual custom and give your name, address, and capacity in which 
you appear. 


STATEMENT OF HON. H. CHAPMAN ROSE, ASSISTANT SECRETARY 
OF THE TREASURY 


Mr. Rosr. My name is H. Chapman Rose. My address is 3410 
Q Street NW. I am Assistant Secretary of the Treasury. 

The Cuamman. We appreciate your presence, Mr. Rose. You are 
recognized and may present your prepared statement without inter- 
ruption. 

Mr. Rose. Mr. Chairman and members of the committee, I am ap- 
pearing before you today in support of H. R. 7466 and 7467, identical 
bills introduced by Chairman Cooper and Mr. Jenkins, respectively, 
by request, as the ‘result of developments which I shall describe. 

This legislation is supported by the administration, for the purpose 
of closing a loophole which has just developed in the existing tariff 
rate structure on imported watch movements and related devices 
through a practice known as “upjeweling.” It merely seeks, there- 
fore, to maintain the watch tariff in status quo by preserving the rate 
structure of paragraph 367 of the Tariff Act of 1930 relating to watch 
movements. 

That portion of the tariff rate structure on watch movements which 
is based on jewel count differentiates sharply between imported watch 
movements containing over 17 jewels and those containing 17 jewels 
or less. 

For example, the duty on movements containing 17 jewels is now 
approxim: ately $3.75, whereas the duty on movements containing over 
17 jewels is $10.75. 

In general terms, upjeweling, as I will use the term before you today, 
consists of importing movements containing 17 or less jew ‘els, at the 
time of importation, at the $3.75 or lower rate and, after importation, 
inserting additional jewels in the movements to bring the jewel count 
up to 19,21, or 23 jewels. Such movements can then be advertised and 
sold as containing the higher number of jewels. 

In this way the importer is able to save roughly $7 in duty by 
avoiding payment of the $10.75 duty through the upjeweling process 
which we understand can be accomplished at relatively small expense. 
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Although the practice of upjeweling was not unknown in years past, 
our information is that it has only quite recently become commercially 
significant. 

‘T think it might be helpful to you if I were to explain briefly the 
developments in the upjeweling field of late which have come to our 
attention and which have precipitated the problem this legislation 
seeks to solve. 

Last fall it was brought to the attention of the Bureau of Customs 
that a new device had been developed for incorporation in watch 
movements and was being utilized to facilitate the upjeweling of im- 
ported watch movements after importation. At a later date this 
development was brought directly to the attention of the Treasury 
Deparment. As imported watch movements containing this device 
had not previously come to the attention of the Bureau of C ustoms, 
there arose the question of the proper tariff classification of such 
movements under the Tariff Act of 1930. This new device consisted 
of a barrellike container of metal incorporated in the plate or bridge 
of a watch movement. 

Parenthetically the common name by which it was referred to us 
was a “Duo-F ix,” although there are other similar devices. 

This container is so designed as to hold the conventional hole jewel 
through which the end of each pinion extends, and the cap jewel 
against which the end of the pinion rotates. 

The container can, ee equally well hold a metal bushing in 
place of the hole jewel and a metal cap in place of the cap jewel or 
endstone. And if metal bushings and caps were originally inserted, 
its special design permitted jewels to be substituted for them after 
importation—through the simple operation of opening and closing 
a spring fastener. 

Other similar devices were brought to our attention at approxi- 
mately the same time. The quite. technical customs classification 
question involved was whether watch movements containing these or 
other similar devices contained “substitutes for jewels” as that term 
is used in paragraph 367 (i) of the Tariff Act of 1930. By reason of 
this paragre aph- a substitute for a jewel is treated as a jewel for duty 
and marking purposes by the express language of the act. 

The question, as you can see, was entirel ya technical legal one of 
the proper construction under the tariff act of the meaning of the 
term “substitutes for jewels.” 

The Bureau of Customs studied this question very thoroughly, and 
on January 14, 1955, it published in the Federal Register its tentative 
opinion that watch movements containing these devices were properly 
classifiable as containing substitutes for jewels within the meaning of 
the Tariff Act of 1930. 

The Bureau solicited comments from interested parties for a 30-day 
period. Briefs were filed, and after careful reconsideration the Bu- 
reau of Customs on March 16, 1955, issued its final decision on the 
matter as T. D. 53753. This ruling held that watch movements spe- 
cially constructed to facilitate upjeweling after importation by the 
omission of jewels and the substitution of metal caps,-bushings, or the 
like, contain substitutes for jewels in each position customarily occu- 
pied by a jewel, but in which a metal cap, bushing, or the like, had 
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been placed at the time the movements were prepared for exporta- 
tion to the United States. 

The effect of this ruling was that these substituted metal pieces were 
to be counted as jewels for duty and marking purposes so that, for 
example, an imported watch containing 17 jewels and 4 metal caps or 
bushings of the type I have just described, would be dutiable as a 21- 
jewel-watch movement at the time of importation and thus pay the 
$10.75 duty rate. This ruling became effective June 16, 1955, 90 days 
after its publication in the Treasury Decisions. 

On March 31, 1955, an importer of watch movements applied to the 
Bureau of Customs for a ruling as to the tariff classification of 4 sam- 
ple movements each containing 17 jewels. The importer stated that if 
any one or more of such movements were ruled not to contain substi- 
tutes for jewels—in addition to the original 17 jewels—such move- 
ments would be imported as 17-jewel movements and would be up- 
jeweled after importation. 

On July 11, 1955, the Bureau of Customs issued its ruling. This 
ruling held that all 4 of the movements were specially designed to 
facilitate upjeweling after importation; that 3 of the movements 
contained substitutes for jewels; and that 1 of the movements did not 
contain any substitutes for jewels. 

Additionally, the ruling held that if all of the movements were found 
to be functioning watch movements after necessary tests on them were 
completed, 3 of the samples would be dutiable at the $10.75 rate as 
watch movements containing over 17 jewels and that 1 of the move- 
ments would be dutiable at the lower rate applicable to movements 
containing 17 jewels or less. The latter movement was of a special 
construction involving a modified form of pinion which at one end 
rotated in a hole jewel which was inserted in the movement upside 
down from its normal position. 

It was contemplated that after importation this hole jewel would 
be turned over so that it would be in its normal position and then a 
cap jewel would be placed on " of it, but at the time of importation 
the movement contained no substitute for the cap jewel. By per- 
forming this simple operation on 4 pinions the watch movement could 
be upjeweled from 17 jewels to 21 jewels. 

As you can see, the effect of this ruling was to permit watch move- 
ment of this 1 design to come in at the lower duty rate, and be sold 
on the market as 21-jewel movements without having paid the higher 
$10.75 duty normally applicable to such movements. 

In view of this ruling and interpretation made by the Bureau of 
Customs under the Tariff Act of 1930, a loophole has developed in the 
structure of that portion of the watch tariff which is based on jewel 
count and differentiates so sharply between watch movements con- 
taining over 17 jewels and those containing 17 jewels or less. 

While the Treasury has no primary responsibility for tariff policy 
generally, we, nevertheless, felt that because of the obvious important 
consequences of this, and because the recent developments had oc- 
curred in the customs, we should, and we did, call this matter to the 
attention of the interested departments of the Government by request- 
ing the Office of Defense Mobilization to convene a meeting of its 
Advisory Committee on the Watch Industry for such ssh aM 
and action as might be deemed advisable. The advisory committee 
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to which I refer was established by the Director of the Office of Defense 
Mobilization on January 12, 1955, with his representative as chairman, 
and with membership representation at the Assistant Secretary level 
of the Departments of State, Treasury, Defense, Commerce, and Labor. 

After considering this upjeweling question, the interested depart- 
inents and agencies felt that the possibility for and probability of 
disturbance of the status quo in the watch industry through upjewel- 
ing were great enough so that action should be taken promptly. 

The President’s finding on the recommendation of ODM regarding 
the defense essentiality ‘of the skills of the jeweled-watch industry 
remains unchanged. It was thought that failure to act on the up- 
jeweling question might more than offset the anticipated ne of 
the tariff increase on watches ordered by the President last year. For 
this reason, it was felt that the situation should be called to the atten- 
tion of the Congress with the recommendation that corrective legis- 
lation be enacted to close the loophole which had just developed in the 
tariff structure. 

The legislation before you arises out of such recommendation and 
is aimed at correcting the situation. 

In brief, these bills would treat as a jewel for duty purposes any 
place in an imported watch movement where a jewel is in fact inserted 
in any manner in an imported watch movement after movement is 
brought into this country—if this is done in a foreign-trade zone, in 
a bonded warehouse, or otherwise in customs custody, or within 3 
years after the watch movement is released from customs custody. 

The bill would authorize the Secretary of the Treasury to prescribe 
such regulations as would be necessary to enforce the provisions of 
the bill and the Treasury Department is confident that it can draft 
regulations which would insure adequate enforcement of the bill while 
at the same time not unduly hampering the importation of watch 
movements which are not to be upjeweled after importation or other- 
wise burdening the trade in such imported watch movements. 

Section 2 of the bill would give the President 6 months within which 
to conduct negotiations with any interested foreign governments which 
might contend that trade-agreement obligations were affected by the 
bill. 

The Cuatrman. Does that complete your statement, Mr. Rose? 

Mr. Rose. Yes, sir. 

The Cuarrman. We thank you for your appearance and the infor- 
mation given the committee. 

Are there any questions / 

Mr. Eberharter, of Pennsylvania, will inquire. 

Mr. Esernarter. I was paying such close attention to the state- 
ment of the Secretary that I overlooked the fact that I had been re- 
quested to ask the Assistant Secretary a question. I would like to 
ask this question now for the purpose of the record, Mr. Chairman. 

Mr. Rose, on January 28 of this year, you wrote a letter to the chair- 
man of this committee in connection with an amendment to the customs 
regulations pertaining to upjeweling that was under consideration by 
ihe Treasury Department at that time. Y - letter appears on pages 

360-362 of the printed hearings on H. R. 1. I would like to read a 
pertinent paragraph from this letter: 


It is the policy of the Treasury Department, which was specifically reaffirmed 
to the Bureau of Customs in this instance, that classification cases should be 
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decided on the basis of a technical determination of the customs classification 
problem involved without regard to any broader policy aspects of the decision. 
It is our conviction that proper administration of the Tariff Act of 1930 requires 
that technical decisions on the proper interpretation of the law must be made 
solely on the basis of the pertinent technical legal considerations without regard 


to broader policy considerations. 
Later in a speech before the National Council of American Im- 


porters on April 18, 1955, you again referred to the fact that the 
administration of the custom law— 


cannot be slanted or defiected to effectuate either domestic or foreign policy— 


and you referred specifically to the wpjeweling decision denying that 
it was arrived at in order to effectuate national policy 

Now, I want to point out that I agree with you that these custom 
matters should be decided on the basis of the condition of the mer- 
chandise and proper classification and not upon the broad national 
polici ies. 

Here is my question: Do you still believe that in considering this 
legislative proposal which you say is intended to close a loophole i in 
the law which cannot be handled administratively, Congress should 
look at the problem as a matter of proper customs procedures and 
should not consider broad national issues such as the alleged essenti- 
ality of the watch industry for national defense. 

Mr. Rose. My answer to that question would be this, sir: I com- 
pletely adhere to what I said both in the letter of January 28 and in 
the reference that was made to my speech before the Council of Im- 
porters regarding the principles which should motivate the Customs 
Bureau in deter mining questions of customs classification which come 
before it. 

I believe that that principle has been followed both in the early 
ruling and in the recent ruling. I think that the question for Con- 
gress is, of course, a different one. It is a question of tariff policy. 
That is not a proper subject for the Customs and in a sense it is because 
of that fact that the question of policy is presented to the Congress. 

I think that is my answer to that question, Mr. Eberh: arter. 

Mr. Esernarrer. I am asking these questions so that the committee 
would have all the information. I am taking the burden upon my- 
self to ask these questions. 

Is the basis of this legislative proposal to stop a practice which 
you consider to be the nature of avoidance of proper duty payments? 

Mr. Rose. I don’t like to characterize this process. I would rather 
just stick to the facts. I would preface my answer to that by saying 
that, of course, so long as there are tariffs, just so long goods will be 
designed to enter the country at the lowest possible duty. under them. 
That is a process which takes place every place that has a tariff. 

This situation here, which I have characterized as a loophole in the 
Tariff Act, has developed, by reason of this practice and this ruling, 
into a rather specialized situation by reason of the provision in the 
Tariff Act regarding substitutes for } jew els and by reason of the wide 
spread in the duty from $ 3.75 to $10.75 on watches having 17 jewels 
or less, and over 17 jew els. 

Mr. Enernarrer. If I understand you correctly, Mr. Rose, this act is 
not for the purpose of stopping a concern from avoiding the proper 


duty? You do not want to stop somebody from avoiding a proper 
duty ? 





| 
) 
) 
| 


| 





pri en ce 





JEWEL SUBSTITUTES IN WATCH MOVEMENTS 13 


Mr. Rose. Again I hate to characterize what is happening here as 
avoidance, evasion, or any other type of term. I would simply draw 
attention to the facts. I would rather do that than to characterize 
it in any way. 

Mr. Exernarter. If it is not for the purpose of stopping a domestic 
concern from avoiding a duty, then you can classify it as a loophole 
by which these watch movements can enter the United States. 

Mr. Rose. I think I would concur in that. 

Mr. Esernarrer. Then in the light of that, Mr. Rose, is this not a 
further restriction under present-day practices of imports of watch 
movements? It would be, in the light of developing circumstances, 
a further restriction on the importation of watches and watch move- 
ments ¢ 

Mr. Rose. I do not so regard it, sir. I regard it, as I think I char- 
acterized it in my statement, as rather a step to maintain the status 
quo in the field of the importation of watch movements, because the 
importation of watch movements of over 17 jewels has been a very 
minor thing. 

I think this development would entirely change that status quo, 
or might in ways not contemplated when the Tariff Act was passed. 

Mr. Esernarrer. Let me put it this way, Mr. Rose: By reason of 
new developments in the watch industry, it is necessary for the Con- 
gress to pass further legislation in order to maintain the status quo 
with respect to the restriction of importation of watches; is that 
correct ¢ 

Mr. Rose. With respect to the duty incidence of importation of 
watches. 

Mr. Eseruarrer. Which involves the whole tariff question. 

Mr. Rose. It involves maintenance of the present tariff structure 
on watches; yes, sir. 

Mr. Esernarrer. Mr. Rose, if it were not for the fact of these new 
developments in the watch industry, this legislation would not be 
necessary; would it? 

Mr. Rosr. I think that is correct. 

Mr. Exernarrer. Do you think that this legislation will actually 
have the effect of restricting further importation of watches of the 
high jewel content? 

Mr. Rose. I think it will have, and is intended to have, the effect 
of preventing importations at low rates of duty which would other- 
wise have taken place without the legislation. 

I think that so far as the importation of 21-jewel watches is con- 
cerned that has been very small, indeed, to this point and the likeli- 
hood is that this legislation will not restrict them further than it has 
in the past. 

Mr. Esernarrer. You would not say it would bring in any more 
revenue from the tariff standpoint to the Treasury ? 

Mr. Rose. I don’t think the revenue effect of this is large. 

Mr. Esrernarrer. There would be less perhaps importation of these 
high-jewel watches or watches which could be upjeweled? There 
would be less importation or else the payment of this additional duty 
of $7. 7 

Mr. Ross. Not less than in the past, but less than there would be 
in the future without this legislation. 


66835—55——2 
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Mr. Exsermarrer. In the light of that, Mr. Rose, would you not 
say that this legislation before us is somewhat of a policy matter? 

Mr. Rose. I think entirely so; yes, sir. 

Mr. Epernarter. I think it is a policy matter. 

Mr. Ross. I think it is. 

Mr. Esernarter. You do not think it could be corrected adminis- 
tratively without additional legislation ? 

Mr. Rose. Not by Customs administration, sir, within the principles 
that I have announced. 

Mr. Esernarrer. Could you correct it any other way administra- 
tively; do you think? 

Mr. Rosse. Not that I know of, sir. 

Mr. Esernarrer. There are several more questions I would like 
to ask Mr. Rose, Mr. Chairman. In view of the statement of the 
chairman that time is so valuable today, I am not going to ask them 
except I might ask Mr. Rose one further question. 

You have know ledge, Mr. Rose, that the speech made by the Presi- 
dent of the United States at the recent meeting at Geneva, at the 
summit, in which the major theme of that speech was an expansion 
of world trade and the removal of barriers to commerce between vari- 
ous nations and the removal also of present restrictions insofar as 
they exist in a gradual manner? And that speech was hailed all over 
the United States and all over the world as a great speech in the right 
direction if followed out. 

Now, can you state for the record that this legislation would be in 
furtherance of those policies and those principles enunciated by the 
President of the United States to the world at Geneva at the meeting 
at the summit just a short while ago? 

Mr. Rose. i think the President’s program in the foreign trade 
field, sir, has been fully expressed and I don’t think that there is any- 
thing in this legislation which is in any way in conflict with it. 

Mr. Eseruarrer. Let me ask you this: Do you feel that perhaps the 
countries of Europe would feel that this legislation is not in further- 
ance of the policies expressed by the President at that meeting? Is it 
a further imposition of restrictions ? 

Mr. Rose. Well, sir, I would like to be excused from answering that 
question. The foreign situation is not within my competence and I 
do not feel that [ have any special competence to answer that ques- 
tion. 

Mr. Eseruarrer. I think that is all I have, sir. Thank you very 
much. 

The Cuairman. Mr. Simpson of Pennsylvania will inquire. 

Mr. Simpson. Mr. Rose, certainly when any committee of Con- 
gress is acting on a piece of legislation, it is my opinion that a proper 
representation of the people requires that the issue of the national 
defense be one of the factors that the committee considers. Do you 
have any disagreement with that statement ? 

Mr. Roser. No, sir: I do not. 

Mr. Simpson. And the fact that it apphes to this situation here, 
creates an obligation for a Member of Congress considering this leg- 
islation § 

Mr. Rosr. I agree: yes, sir. 

The Ciairman. Mr. Forand, of Rhode Island, will inquire. 
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Mr. Foranp. Mr. Rose, I notice in the last paragraph of your pre- 
pared testimony that you refer to the 3-year followup of watches 
that are imported. Of course, you referred previously to loopholes 
in the law. 

While I cannot quite see eye to eye with you on your reference to 
upjeweling as a so-called loophole, I would like clarification of this 
3-year followup. Now, assuming that you are correct in your inter- 
pretation of the loophole, should this Situation develop, would you 
have any objection to another approach to the matter which does 
not base the assessment on the intent of the importer subsequently 
to alter his goods ¢ 

In other words, is it possible to plug the loophole without resorting 
to the 3-year basis of assessment which you suggest in this bill? 

Mr. Rose. We gave very careful consideration when we were de- 
veloping and reviewing the drafting job and trying to develop lan- 
guage which could be suggested to plug this loophole, to the question 
of whether it was possible to write language adequately describing 
the condition of the watch at the time of ‘importation which would do 
the job. 

We were very doubtful of the ability of drafters to foresee all the 
technical developments which might subsequently take place. 

In effect, we concluded that we were not sure of the ability of 
drafters to produce legislative language which could be said assuredly 
to have that effect. 

Therefore, this approach was adopted which, as I pointed out in 
my statement, we feel can be administered without undue burden, 
which has certain precedents in other customs fields and which seemed 
to us as drafters a surer method of achieving a result than an attempt 
to describe the design at the time of importation which would ade- 
quately stand up in the face of technical developments which might 
happen in the future. 

Mr. Foranp. How could this 3-year followup be policed? Would 
this mean that the importer would be held responsible for 3 years, 
that his contract or his bond, or whatever it is you require from him, 
be held open for a period of 3 years ¢ 

Mr. Rosr. That in effect would be it. We would undoubtedly em- 
ploy this kind of procedure. 

We would ask certain questions on the invoice as to whether it was 
anticipated that the ah would be upjeweled or whether the watch 
was specially designed to facilitate upjeweling and have an expense 
bond or other similar procedure applicable to cases in which that 
question was answered in the affirmative. 

I don’t think that will be burdensome or too difficult because I don’t 
believe that this will be done except as a commercial operation. 

In other words, with special preparation of the watches and with 
the intention of ae them and selling them as watches of 
higher jewel count. I don’t think the question of individual up- 
jeweling is going to happen or be a problem. 

Mr. Foranv. Can you not foresee out of the millions of watch move- 
nents that are imported, that the importer would be selling these 
movements to other people and he would have no way absolutely of 
continuing his check on them, and yet his entry would not be clear 
for a period of 3 years? Would that not be burdensome / 














16 JEWEL SUBSTITUTES IN WATCH MOVEMENTS 


Mr. Rose. I don’t think this will happen, Mr. Forand. I think 
the only case where this will be invoked in the regulations which we 
have in mind if the legislation were passed, would be, as I say, where 
there was a commercial operation to do that which would be intended 
from the start, so that. it would not be a matter of upjeweling after 
sale being a surprise to the importer. It would have been a part of 
his program. 

In such cases it would not be a burden. 

Mr. Foranp. But you would still hold the importer responsible ? 

Mr. Rose. By regulation—— 

Mr. Foranp. If I read the bill properly, the importer would be held 
responsible for a period of 3 years regardless of how many times that 
watch has changed hands. 

Mr. Rose. That is theoretically correct, sir. 

On the other hand, as I say, the enforcement, I think would in prac- 


tice, limit itself to cases of a program to facilitate upjeweling as a part ~ 


of a company’s policy because as in the past, the problem of upjeweling 
on an individual basis has not been a problem. 

Mr. Foranp. Were the watch importers and watch assemblers taken 
into consideration? I mean by that, were they called in and given an 
opportunity to discuss with you or the people in your department the 
intent of the bill that you have asked Congress to pass ¢ 

Mr. Rosr. No, sir. As I said in executive session, the time was so 
short the bill was prepared entirely within the Government without 
discussion, so far as I know, with anybody outside the Government. 

Mr. Foranp. Would you not agree with me that this is an important 
question having to do with foreign policy and that the repercussions 
will be international? Don’t you think that this is a matter of such 
great importance that we should not rush in this thing; that we should 
take time to look at it and you people should, in fairness to the indus- 
try, give the people affected an opportunity to discuss with you the 
ideas and perh ips reach an agreement without having to resort to 
legislation ? 

Mr. Rose. I have seen no alternative to legislation, sir. Inthe period 
of discussion that has elapsed since the introduction of these bills, no 
ideas have been brought to my attention which in any way change the 
conviction that I had at the outset that this was subject to proper en- 
forcement without its being burdensome. 

I would, therefore, say that I have seen no reason in the period that 
has elapsed since the legislation was introduced to change my opinion 
that it was practicable legislation, and I have also pointed out that the 
question has urgency on both sides. 

Mr. Foranp. Did I understand you to say since the bill was intro- 
duced you have had no new ideas brought to your attention ? 

Mr. Rosr. No objections which seemed to me to indicate it was not 
a practicable bit of legislation. 

Mr. Foranp. You will agree with me that it is a period of less than a 
week and there has been very little opportunity. In fact, I did not 
even know that the bill was coming up in executive session or that the 
bill was introduced the night before until some of the interested people 

called my attention to it. 

This seems to be a terrible rush job and it arouses a lot of concern. 
It has not given the industry a fair opportunity to fully present indus- 
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try views because of the fact that it was announced so recently that 
hearings would be held this week. 

I think the fact that you have not had any comments since the bill 

ras introduced does not mean that there is not a lot of feeling within 
the industry. I think in fairness to all concerned that this thing sheuld 
not be rushed through, but, rather, an opportunity given to everybody 
to discuss with the T: reasury the possibilities of re: ‘aching an agreement 
without the necessity of legislation. 

Thank you, Mr. Rose. 

The Cuarrman. Mr. Mason of Illinois will inquire. 

Mr. Mason. Mr. Rose, as head of the customs, it was your business 
to see that the laws and tariff rates and so forth were enforced; was 
it not? 

Mr. Roser. Yes, sir. 

Mr. Mason. The Congress in its wisdom or lack of wisdom sets 
certain tariff rates on these watches, of various jewels and so forth, 
and you found that these rates, because of the big spread, invited—I 
guess that is the word—methods of getting around paying this $10.75, 
and so you brought it to our attention. 

Now, if there is any member of this committee who thinks the 
$10.75 is too high and they want to bring it down to, say, $4 so the 
spread is only between $3.75 and $4, then they have the privilege of 
bringing in a bill to that effect and this committee would consider it 
and that would avoid any necessity for any subterfuge in bringing in 
jeweled watches that might be upjeweled. 

You are to enforce the law. We are to make the law and establish 
the policies under which it should be done. There is no reason why 
anyone on this committee who is not satisfied with the $3.75 and the 
$10.75 spread could not bring that spread closer together. 

Mr. Rose. That would close the loophole itself. There would be 
no loophole then if there was only a spread of 25 cents. 

The CHatrman. Mr. Keogh, of New York, will inquire. 

Mr. Krocu. Mr. Rose, I have noted that in reporting on individual 
bills pending before this committee that seek to alter or amend the 
Tariff Act of 1930, the appropriate departments of Government have 
consistently raised as one of their points in opposition to favorable 
consideration of the bill the effect that the bill would have on existing 
international agreements. 

I wonder if you would, for the record, give us the reasons why this 
pending bill provides for unilateral modification or termination of 
existing international agreements? 

In other words, what are the impelling reasons that prompt you to 
seize the right unilaterally to alter, amend, or terminate existing in- 
ternational agreements? 

Mr. Rosr. Mr. Keogh, a witness from the State Department will 
follow me. 

Mr. Kroeu. My question is directed to you, prompted by the ad- 
mission by the State Department that this bill would promptly result 
in some additional problems with Switzerland. 

Mr. Rose. I did not intend to try to avoid answering your question, 
sir. I simply want to say that what I say is subject to what he says, 
because of the fact that the State De partment is the department pri- 


‘marily concerned with that question. I can give you my own personal 
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Mr. Krocu. As much as I appreciate your personal reasons, I 
would much rather have the position of the Treasury Department 
with respect to this bill. 

Mr. Rose. Very good, sir. 

The treatment accorded to the question in this bill is not without 
precedent. I think you will recall that there was a problem with 
respect to rubber-soled footwear a year or two ago. 

There was also a problem in the fish-filet field a year or two ago 
where exceptional circumstances applicable in the particular situation 
had produced in the light of, in each case as I recall it, advances in the 
art, or advances in the manufactur ing technique or in the business tech- 
nique, which radically changed, and clearly contrary to its original 
concept, the impact of the 1930 words of the tariff on a particular 
situation where the failure of the tariff act to have effect in accordance 
with its intention was so clear that it was felt that the rather modest 
adjustment that was required to bring the tariff act ino accord with 
current business practice could be made without difficulty or without 
serious difficulty with respect to trade agreements. 

Mr. Krocu. Except that what I think you referred to is a situation 
that apparently was determined not to have been covered by the Tariff 
Act of 1930, but you are not contending that with respect to watches, 
are you? 

Mr. Roser. I think I could say that, yes, because I think that the 
effect, as I would read the paragraph 367 of the tariff act, is that it 
would tend to make the duty depend in a very substantial measure on 
the jewel count. If a development takes place which makes the jewel 
count an unreliable basis for assessing duty, I think the same basic 
situation is presented as was presented in those other cases. 

Mr. Kroon. You may be getting away from what I hoped would be 
the point of my inquiry. 

Let me ask this question: Without my knowing more of the tech- 
nical provisions of existing international trade agreements, is it not 
possible that the unilateral termination or modification of one existing 
international agreement may very well affect many others that we have 
with other countries ? 

Mr. Rose. Again, that is a question that I would prefer you discuss 
with Mr. Kalijarvi. 

Mr. Krocu. But notwithstanding those possibilities, you are willing 
to endorse the provisions in this bill that provides for unilateral action 
on the part of the United States in the event that negotiation for the 
modification or termination of any international obligation does not 
happen within the 160 days provided ? 

Mr. Rose. Yes, sir. 

Mr. Keocu. Thank you very much. 

The Cuarrman. Mr. Byrnes of Wisconsin will inquire. 

Mr. Byrnes. In view of some of the questions that have been asked, 
Mr. Rose, I want to inquire whether or not this is the situation : 

Congress in the 1930 act set up a basis for assessing the duty on 
watches; they based it on jewels. There is a change in practice, how- 
ever, that has recently occurred that in a sense has. made obsolete that 
basis for assessing duty. 

You are here to ask us to revise the language of the act so that we can 
continue the same basis and have the same basis effective today and 
tomorrow as was effective yesterday and the day before. 
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Mr. Rose. That is, in substance, correct, sir. 

The Cuairman. Mr. King of California will inquire. 

Mr. Kine. Mr. Rose, I was particularly interested in the questions 
put by Mr. Keogh. As you recall, I questioned you a bit in our execu- 
tive session as to why in this instance various departments of Govern- 
ment see fit to come in on their own initiative to close a loophole in the 

tariff act, and yet in other cases where loopholes not only exist, but 
have continued for long periods the administration has not taken the 
initiative, but in my own instance and 1 or 2 others that I can bring to 
mind, have taken a contrary stand, and used as a principal basis the 
fact that it would interfere with existing trade agreements. 

Now, in our case, in my district, with the tuna industry, we are 
bound by an agreement entered into with Iceland which does not. pro- 
duce tuna, which leads many of my constiuents to believe that it 
was a device used merely to bring to bear a situation which was 
unjustified upon the tuna industry. 

In fact, the agreement was entered into with this country without 
the knowledge of the industry and no one in the administration has 
been able to give me a satisfactory answer, at least as to why the 
industry should be bound, because of our Government entering into 
an agreement with a nation who does not produce or never has pro- 
duced a product that was involved in the agreement, but I merely 
want to have on the record my concern over the fact that the adminis- 
tration, I think to a certain extent unprecedented, has taken the initia- 
tive to close this loophole concerning watches and watch movements 
and has ignored and found reason to avoid even cooperating in the 
closing of loopholes bringing distress to the California tuna industry. 

Mr. Rose. If I may, I would like to comment on that, Mr. King. 

I sought as a result of your inquiry in executive session the other 
day to identify the particular transaction that you had felt was com- 
parable. I was not familiar enough with the situation to describe it 
accurately. 

Actually, the people that I have asked to go back to you on it have 
not reached you on the question. I want to say this broadly speaking: 
I think each one of these questions has got to be decided on its own 
facts. It is a question of degree and the special facts in the individual 
case. 

This I believe is not unprecedented. I gave a couple of precedents 
within my own experience of similar situations arising where the 
probable intent of the act of 1930 was not being effec tuated in the light 
of developments in the industry. 

On the other hand, completely over on the other side, certainly not 
every situation is one where goods come into the countr y and are fur- 
ther manufactured, so if that manufacture had taken place prior to 
introduction, there is a situation of this kind. This isa rather narrow, 
a rather special situation, which I think arises out of the two facts of 
substitute for jewels in the language of the act and the wide spread 
in the tariff duties based on 17 jew els and under and over 17 jewels, 
which is a rather limited and special situation. 

I-am very much interested in following up the situation which you 
described, and I intend to do so. 

Mr. Kine. I am pleased to know that, Mr. Rose. I will close by 
serving notice on you of a new device which I think is quite analogous 
to this question, if this one is to avoid payment of proper duty. 
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It has been brought to my attention just this last few days that in 
Japan they now have perfected a device for taking a mold identically 
the size of the retail can which is used for retailing tuna in this coun- 
try. They mold the frozen fish; they ship it to this country molded 
frozen. Here it is placed in the can and instead of having applied to it 
the new 35 percent, I take it it will come into the country free because 
it is fresh, frozen tuna. 

So I am serving notice, Mr. Rose, that a new gimmick, if you for- 
give the term, is on the way and I will demand that the Department 
become as exercised in that case, if it does come to pass, as it has become 
in this case with Switzerland and the watch industry. 

That is all. 

The CHarrMan. Are there any further questions. 

Mr. Harrison of Virginia would like to inquire. 

Mr. Harrison. Mr. Rose, as I understand it, a watch brought into 
the United States that contains four jewels as it comes through the 
custom 

Mr. Rose. No, sir; the case I am talking about contains 17 jewels. 

Mr. Harrison. And it pays’a duty of $3.75 ?% 

Mr. Rosr. That is right. 

Mr. Harrison. Which is all that a 17-jewel watch is required to pay? 

Mr. Roser. Yes, sir. 

Mr. Harrison. Now, after it gets here they add four jewels to it; 
is that. correct ? 

Mr. Rosr. That is correct. 

Mr. Harrison. Where do those jewels come from ? 

Mr. Rose. They are either imported or manufactured here. 

Mr. Harrison. If they are imported, the importer pays when they 
are imported whatever duty is assessed against them ? 

Mr. Rose. Yes, sir. 

Mr. Harrison. Or if they are manufactured here, why, of course, 
there is no duty ? 

Mr. Roser. Right. 

However, you have witnesses here who can testify more accurately 
than I can, but I think the cost of a jewel is somewhere in the range of 
5 cents. 

Mr. Harrison. I could not understand that. 

Mr. Rose. The cost of a jewel is somewhere in the range of 5 cents 
per jewel. The duty is a percentage of the valuation, or so much per 
jewel, I forget which, but it is a very minor cost item as compared with 
this $7 spread in the duty. 

Mr. Harrison. Now, then, this bill would treat the watch with the 
17 jewels as if it had all the jewels that it does have when it is sold for 
retail ? 

Mr. Rosr. That is correct, in substance. 

Mr. Harrtson. If you brought an axle in and added to it the parts 
to make an automobile, you would not upgrade the axle to make it an 
automobile ¢ 

Mr. Rosse. No, sir. That is why I say each one of the problems has 
to be treated on the facts and the situation that enters into it. 

This business of following the article into its own use is not without 
precedent in the customs. I think leather for footwear is one good 
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analogy, but there are other things, certain kinds of wool which pay 
a certain duty if they are for one use and no duty if they are for another 
use. 

Mr. Harrison. But the upjeweling process employs labor in this 
country ¢ 

Mr. Rose. Yes, sir. 

Mr. Harrison. The enactment of this bill would discourage that! 

Mr. Rosr. Yes, sir. You are getting into the question of policy 
and balance, which is the business of the country to consider. 

Mr. Krocu. Mr. Rose, is this in fact not a variation in the basic 
principle of computing customs duty on the basis of the conditions 
of the goods at the time of entry and replacing that principle instead 
with a basis of what the importer” s intentions are / 

Mr. Rose. It is not the importer’s intention, Mr. Keogh. It is what 
in fact happens. 

But you are correct in saying that broadly speaking, generally 
tariff duties are determined by ‘the condition of the article at the 
time of importation without regard to what may happen to it later. 

I pointed out a few situations in other fields where that principle 
has been practicable to follow and where the principle being followed 
here has been applied, where the dutiable status or quota status is 
dependent on ultimate use rather than conditions at the time of 
importation. 

Mr. Harrison. I don’t know too much about the field because, as 
you know, it is a rather technical one. It is a rather close-knit ball 
of yarn, but it seems to me that my attention has been called to many 
instances where an article comes in and is classified and a relatively 
small operation converts it after importation into something else. 

I am wondering why the Department does not come in and. press 
as vigorously for changes on the Teed of classification of those articles ? 
P erhaps the time has come for us to make a uniform standard of at- 
tempting to inquire in the intentions of the importer or the ultimate 
condition of the articles imported. 

Mr. Ross. Well, sir, that is why I said at the outset that I think 
these questions are questions of the particular facts and questions of 
degree in a particular situation. I think the broad problem that you 
point to is one of the things that we had in mind when we urged on 
the Congress the Customs Simplification Act of last year to get the 
Tariff Commission to take a look at various aspects in whic +h words 
written in 1930 were not satisfactorily applicable to changed manu- 
facturing conditions of today. 

The Cuatrman. Are there any further questions ? 

Mr. Eberharter will inquire. 

Mr. Exnernarter. I want to call particular attention to section 2 of 
the bill. Section 2 provides, as you well know, that the President has 
180 days to negotiate with other countries which might contend some 
international agreement was violated. Is that correct ? 

Mr. Rose (reading) : 

The amendment made by the first section of this act shall enter into force 


as soon as practicable, on a date to be specified by the President in a notice to 
the Secretary of the Treasury following such negotiations as may be necessary to 
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effect a modification or termination of any international obligations of the United 
States with which the amendment might conflict, but in any event not later than 
one hundred eighty days after the date of the enactment of this act. 

Mr. Exeruarrer. Then, Mr. Rose, does the Treasury anticipate that 
some countries might contend that there is a conflict in international 
agreements ¢ 

Mr. Rose. Again, I would rather have this discussion take place 
with the State Department, sir. 

Mr. Exsernarter. I assume that that was discussed with you and 
you consented to bringing in the State Department; did you not? You 
would consent in bringing in the State Department on negotiations 
which might be necessary as a result of this? 

Mr. Rose. Yes, sir. 

Mr. Exvernarrer. I think there is on the part of the Government 
of the United States an anticipation that there will be objection in 
behalf of some nations that this is a violation of international agree- 
ment. 

The second point I want to make is this: You say: 

Following such negotiation as may be necessary to effect modification or ter- 
mination of any international obligations of the United States. 

Could that be construed, Mr. Rose, as authorizing the President of 
the United States to modify any existing international agreement or 
terminate any international agreement now existing in order to 
effectuate the purpose of this act ? 

That could be construed in that respect, could it not, as authority 
for the President to modify the international obligations of the 
United States? 

Mr. Rose. I should think that this is merely an effective date sec- 
tion in the act. 

Again I refer to the State Department’s feeling, but I do not think 
that this is an authorizing section. 

Mr. Epernarrer. I think, Mr. Rose, an interpretation of those 
words: 

Following such negotiations as may be necessary to effect a modification or 
termination of any international obligations of the United States— 
could be construed to give the President power to modify or terminate 
existing international obligations of the United States; could it not? 

Mr. Rosr. I gave you my feeling about that, sir. 

Mr. Esernartrer. Would you say it would not give him that au- 
thority ¢ 

Mr. Rose. As I read it, that is not an authorizing section. That is 
simply an effective date section. 

Mr. Esernarrer. In other words, if I am correct and it could be 
construed as authorizing the President to modify an existing inter- 
national agreement, such international agreement could consist of 
concessions by the United States to some foreign government in order 
to effectuate the purpose of section 1 of this act. 

In other words, the President, in order to effectuate section 1 of 
this act, can make further concessions to some other country in 
presently existing international agreements. That is the way I con- 
strue section 2. It may result in concessions to other countries which 


) 
| 





(i aN tA REA = 


JEWEL SUBSTITUTES IN WATCH MOVEMENTS 23 


may be harmful to other American interests, American industry, and 
American finance, if my conception of the language is correct. 

But you do not agree with that; do you? 

Mr. Rosse. No, sir; I don’t. 

Mr. Esernarter. Well, let us not tie the President’s hands in case 
he wants to make some concession to some other country in order to 
effectuate the purpose of section 1 of the act because it might be 
pointed out that the President cannot make any concession to any 
other country. 

I think the wording of the section 2 plainly gives him that authority 
to modify existing international obligations of the United States. 

Mr. Rose. Let me state my understanding of this, sir, and then 
verhaps it would be more effective if this discussion were carried on 
with the State Department. 

I think this permits the President to fix an effective date based on 
the use of his existing authority. 

Mr. Exsernarter. By reason of the urgency which is exhibited in 
the passage of section 1, we may be opening up another Pandora’s box 
of further negotiations by other countries to give them further con- 
cessions. 

Mr. Byrnes. Does not the President right now and without fur- 
ther legislation have the authority to modify or change any of these 
agreements that he deems necessary without any further congres- 
sional authority ? 

Mr. Exernarter. This would give him specific statutory authority 
to modify any existing intern: ational agreement. 

Mr. Rose. I would like to point out that similar language has been 
contained in the bills I referred to, the rubber-soled footwear bill, 
and the fish fillet bill approved by this committee. And I don’t think 
any difficulties that were anticipated followed froim them. 

The CHarmman. If there are no further questions, Mr. Rose, we 
thank you for your appearance and the information given the 
committee. 

Mr. Kroeu. Mr. Chairman, I have just been handed this brief letter 
addressed to the chairman, dated July 27, with the request that I read 
it into the record. I therefore ask unanimous consent to do so at this 
point. 

The Cuatrman. Without objection, it may be read into the record. 

Mr. Kroeu (reading) : 

We the undersigned of the New York Democratic delegation strenuously oppose 
H. R. 7466 and H. R. 7467, upon which legislation your committee will initiate 
hearings on Wednesday. 

The proposed indiscriminate ban on the manufacture of all watch movements 
will have a serious effect on scores of American importer-assembler companies, 
most of whom are located in New York and who employ thousands of skilled 
workmen. Its effect will be equally serious to the retail jewelers of the United 
States whose sales of imported watches amount to half a billion dollars a year 

Since the proposed legislation departs drastically from established customs 
procedures and introduces new concepts in regulation governing the imports, 
we believe that much more thorough study should be given by this committee 
and the executive branch of the Government than time permits during the 
closing days of this session of Congress. It is our conviction that this is more 
than a mere technical change in the statute. 

Because of the complicated nature of this whole “unjeweling” problem and 
because the importers and retailers in the New York area have not had the 
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opportunity to analyze with more precision the effect on their business, we urge 
your committee to defer action on these bills until the next session. 
Sincerely yours, 
Emanuel Celler on behalf of Victor L. Anfuso, Charles A. Buckley, 
Irwin D. Davidson, James J. Delaney, Isidore Dollinger, James G. 
Donovan, Sidney A. Fine, Lester Holtzman, Edna F. Kelly, 
Eugene J. Keogh, Arthur G. Klein, Abraham J. Multer, Adam C. 
Powell, Jr., John J. Rooney, Herbert Zelenko. 


P. S—The New York State Department of Commerce has just informed me 
that they are in agreement with the above statement. 

The CrHairman. Mr. Thorsten VY. Kalijarvi is the next witness. 
Come forward, please, sir. 

We know you very pleasantly, Mr. Kalijarvi, but will you please 
follow the usual custom and give your name and address and capacity 
in which you appear, for the record 


STATEMENTS OF HON. THORSTEN V. KALIJARVI, DEPUTY ASSIST- 
ANT SECRETARY OF STATE, AND WALTER HOLLIS, ASSISTANT 
TO THE LEGAL ADVISER, DEPARTMENT OF STATE 


Mr. Kauisarvi. My name is Thorsten V. Kalijarvi. I live at 1532 
Thirty-third Street NW. Iam Deputy Assistant Secretary of State 
for Economic Affairs. 

The Cuamman. You are recognized and may proceed without in- 
terruption to read your prepared statement. 

Mr. Kauisarvi. Mr. Chairman, members of the committee, con- 
cerning the proposed legislation now under consideration by your 
committee, I would like to confine my remarks entirely to the foreign 
policy aspects of the matter, leaving to representatives of other more 
appropriate agencies any discussion of the technical side of the 
question. 

The State Department supports the passage of H. R. 7466 and iden- 
tical bill H. R. 7467. The enactment of the proposed legislation may 
result in some additional problems with Switzerland, although we 
do not believe that it would interfere with the development of normal 
trade relations between our two countries. 

The committee is aware that during the past year our relations with 
Switzerland have been beset by a series of trade difficulties of which 
the so-called upjeweling problem, to which the pending legislation re- 
lates, is only one. 

We are quite naturally reluctant to see any action which may en- 
hance those difficulties. 

On the other hand, we understand that the proposed legislation is 
necessary for a consistent assessment of duty on certain kinds of wateh 
movements capable of being upjeweled. We believe such treatment is 
desirable and accordingly support the pending bills. 

The Cuairman. Does that complete your statement ? 

Mr. Kaxisarvi. That concludes my statement. 

The Cuamman. We thank you for your appearance and the in- 
formation given the committee. 

Are there any questions ¢ 
Mr. Forand, of Rhode Island, will inquire. 
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Mr. Foranv. Mr. Kalijarvi, I am very much interested in the see- 
ond line of the second paragraph of your prepared statement: 

The enactment of the proposed legislation may result in some additional 
problems with Switzerland. 

We realize that when the escape clause was invoked on this subject 
that there was considerable agitation and disturbance among the peo- 
ple of Switzerland. 

Mr. Karrsarvi. There was. 

Mr. Foranp. I understand that there was some concession or some 
payoff, so to speak, made to Switzerland in order to try to appease 
them. 

Now, what existing international obligation of the United States 
will be found in conflict with this legislation ¢ 

Mr. Kauisarvi. Mr. Chairman, the legal effect of these bills in re- 
lation to the international obligations of the United States under the 
trade agreement is not free from doubt. On the face of it what is 
being done is a clarification of a provision in the existing law that a 
substitute for a jewel shall be considered a jewel. This clarification 
will mean, however, that watches and clocks imported under certain 
conditions will be subject to higher duties than at the present time. 

Consequently, the Department of State favors the inclusion of sec- 
tion 2 which will give it an opportunity to consider thoroughly the 
question of the effect of the legislation on the international obligations 
of the United States and to enter into negotiations should it come to 
the conclusion that there is an inconsistency with such obligations or 
a nullification or an impairment of them. 

In short, we are not convinced just exactly what this will do. 

Mr. Foranp. Now, if I can interpret this properly this may well 
mean that some negotiations will have to be made with Switzerland. 
Now, if the Swiss should refuse to accept this amendment, would it be 
the policy of the United States to put it into effect anyway ? 

Mr. Kauisarvi. The amendment would be congressional action, « 
law of the United States, and, therefore, would go into effect. 

Mr. Foranp. It would go into effect ? 

Mr. Kauisarvi. It would go into effect regardless of what our com- 
mitment on the trade agreement might be. 

Mr. Foranp. Then that would bring before the world, before all of 
the other countries, the fact that we don’t pay too much attention to 
our treaties when we decide to do something. 

Mr. Katisarvi. I don’t think that would be the point. The trade 
agreements are written in the knowledge that certain legislative action 
may be taken by a country, but if legislative action is taken inconsis- 
tent with the agreement, there is a provision within the agreement for 
achieving compensation. 

That is exactly what happened in the first instance on the increase 
under the escape clause. 

Mr. Foranp. What was that compensation / 

Mr. Kauisarvi. We negotiated an agreement with Switzerland in 
which a series of compensations were made. 

There is an analysis of the supplementary trade agreement bet ween 
the United States and Switzerland negotiated in 1955 which has been 
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put out by the Department and which lists a number of items, on 
which compensation was made. 

Mr. Foranp. Could you just briefly give us an idea of what was done 
so that we will have it for the record ¢ 

Mr. Kauisarvi. Yes. May I submit this copy of the analysis of that 
agreement for the record, Mr. Chairman, then you will have it in 
detail. 

Mr. Foranp. May I ask that it be included in the record? 

The Cuamman. Without objection, it is so ordered. 

(The document referred to is as follows :) 


ANALYSIs OF SUPPLEMENTARY TRADE AGREEMENT BETWEEN THE UNITED STATES 
AND SWITZERLAND NEGOTIATED 1955 


ERRATA SHEET 


The supplementary trade agreement between the United States and Switzer- 
land was signed on June 8, 1955, and this analysis of the agreement was released 
on June 10, 1955. 


RESULTS OF CONSULTATIONS ARISING OUT OF UNITED STATES ESCAPE CLAUSE ACTION ON 
WATCHES AND WATCH MOVEMENTS 


The United States and Switzerland today signed an agreement supplementary 
to the reciprocal trade agreement between the two countries, dated January 9, 
1936. The supplementary agreement provides for additional tariff concessions 
by the United States designed to compensate Switzerland for the increase, on 
July 27, 1954, in United States rates of duty on certain watches and watch move- 
ments which had been bound against increase in schedule II of the trade 
agreement. 

During the consultations which resulted in the grant of the compensatory 
United States tariff concessions, agreement was also reached, in a separate 
exchange of notes, with respect to possible future consultations, upon the request 
of either Government, concerning adjustments in Switzerland’s schedule of con- 
cessions to the United States (schedule I), including those arising out of the 
current revision of the Swiss tariff structure. 

The increase last year in the United States import duties on certain watches 
and watch movements was made pursuant to the escape clause provision in the 
existing trade agreement between the United States and Switzerland, and was 
taken to prevent serious injury to the domestic watch industry. The action on 
watches and watch movements resulted in increases in duties, on the principal 
categories affected, of 50 percent above the trade-agreement rates of duty previ- 
ously in effect. Imports into the United States from Switzerland of watches 
and watch movements affected by these duty increases were valued at $70.7 
million in the calendar year 1953; $54.5 million in 1954; and an annual average 
of $56.8 million during the 5-year period 1950-54. Imports of these watches and 
watch movements made up about 41 percent of total United States imports from 
Switzerland in recent years. Imports from Switzerland have helped to make 
possible an export trade with that country which has been substantially larger 
than imports from Switzerland in all but 4 years since 1936. 

The escape clause in the trade agreement with Switzerland requires that the 
country taking action thereunder consult at the request of the other country 
regarding appropriate measures which would maintain the general level of 
reciprocal and mutually advantageous concessions in the agreement. Switzer- 
land requested such consultations, and, in preparation therefor, formal notice 
of the intention of the United States Government to undertake tariff negotiations 
with Switzerland was issued on February 21, 1955. In accordance with this 
formal notice, public hearings were held by the Committee for Reciprocity Infor- 
mation from March 28 to April 1, inclusive, with respect to a list of products, 
made public along with the formal notice, on which modification in United States 
duties might be considered during the negotiations... Formal negotiations with 
Switzerland were opened at Geneva, Switzerland, on April 28, 1955. 


? Tariff Commission hearings concerning peril points were held concurrently. 
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The supplementary agreement signed today provides for reductions in United 
States rates of duty on items falling within eight general categories of com- 
modities of principal interest to Switzerland. These are; Hat braids; handker- 
chiefs, motion-picture cameras and parts, embroideries, coal-tar derivatives, 
measuring and timing devices, surveying instruments, and knit underwear of 
cotton and other vegetable fibers. Switzerland is the predominant supplier of 
United States imports of the products on which concessions are granted. 

In 1954, United States total imports of the items on which concessions were 
granted amounted to about $10 million. Switzerland furnished $8.1 million, or 
over 80 percent of the total. By comparison, total United States imports from 
Switzerland in 1954 of all commodities amounted to $146 million, of which $126 
million was dutiable and $20 million duty free. 

Reductions in duties range from 12% percent of the present rate in the case 
of surveying instruments to 50 percent on a considerable number of the tariff 
items on which concessions were granted. The average reduction for the total 
concession rates amounted to 44 percent of the present rates. 

A detailed tabulation showing each item, identified by tariff paragraph and 
statistical class, on which the United States granted concessions to Switzerland, 
appears in the annexed table. The table also shows the rate of duty before the 
concession and the rate afterward; and for each of the concession items, the 
value in 1954 of total United States imports for consumption. 

Following are brief statements on the principal items on which concessions 
were granted: 


Hat braids made from natural fibers (par. 1504 (a) ) 


The rate of duty on hat braids, plaits, laces, etc., in chief value of natwral 
fibers, such as hemp, ramie, straw, ete., but containing a substantial part of 
rayon or other synthetic textiles and valued over $1.75 a pound, was reduced 
from 22% percent to 12 percent ad valorem. 

These articles are important raw materials for both the millinery and hat 
industries. They have never been produced on a significant scale in the United 
States. 

Total United States imports of hat braids made from natural fibers amounted 
to over $1%4 million in 1954. Most of these were valued at $1.75 a pound or over, 
and about 75 percent of them came from Switzerland. 


Hat braids and yarns wholly or in chief value of rayon or other synthetic textile 
(par. 1529 (a)) 

The rate of duty on hat braids and yarns composed wholly or in chief value 
of rayon or other synthetic textile and valued at $1.60 or more but not over 
$2.22%6 per pound was reduced from $1 per pound to 50 cents per pound and on 
those valued over $2.22%6 per pound from 45 percent to 2214 percent. 

United States production of the type of hat braids and yarns considered here 
is probably negligible and consists of a few standard patterns that are in demand 
year after year. United States imports consist of a great variety of highly 
styled patterns that are designed to appeal to the millinery trade. Such imports 
in 1954 amounted to over $2 million, practically all from Switzerland. 


Handkerchiefs of lace, embroidered ,etc., not made by hand (par. 1529 (b)) 


Concessions amounting to substantial reductions in the rates of duty were 
made on several kinds of machine-made handkerchiefs which are of particular 
interest to Switzerland. 

On those composed wholly or in chief value of cotton if valued per dozen over 
70 cents but not over $1.50, the rate was reduced from 2 cents each and 30 percent 
to 2 cents each and 20 percent. On such handkerchiefs valued at over $1.50 per 
dozen, the duty was reduced from 2 cents each and 30 percent to 1 cent each 
and 15 percent. On those handkerchiefs composed wholly or in chief value of 
vegetable fiber other than cotton, unfinished and valued at 45 cents or more per 
dozen, the rate was reduced from 2 cents each and 30 percent te 1 cent each and 
15 percent. On those composed wholly or in chief value of vegetable fiber other 
than cotton, if finished and valued at 80 cents or more per dozen, the rate was 
1educed from 2 cents each and 30 percent to 1 cent each and 15 percent. On 
those composed wholly or in chief value of rayon or other synthetic textile, 
valued over 70 cents per dozen, or if made with hand-rolled or handmade hems, 
the rate was reduced from 4 cents each and 40 percent to 2 cents each and 
20 percent. 
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On all except the last category. the ad valorem equivalent of the compound 
duties, on the basis of 1954 imports, was 40 percent. The reduced duties, on the 
same basis, are equivalent to 20 percent ad valorem. With respect to handker- 
chiefs of rayon or other synthetic textile, the concession is equivalent to a 
reduction of from 72 to 36 percent ad valorem. 

Total United States imports of the above types of handkerchiefs amounted to 
nearly $3 million in 1954, of which Switzerland supplied about 80 percent. The 
most important type of hankerchief included in the above categories, in terms of 
volume of trade, is the machine-embroidered cotton handkerchief of which over 
1 million dozen, value at about $2%4 million, were imported in 1954. Most of 
these came from Switzerland. 


Motion-picture cameras and parts (par. 1551) 


The rate of duty on motion-picture cameras and parts was reduced from the 
statutory rate of 20 percent to 15 percent. United States imports of such cameras 
and parts have increased substantially in recent years; in 1954 they amounted 
to nearly a million dollars, over 80 percent of which came from Switzerland. 
They have consisted largely of relatively high-priced cameras used by advanced 
amateur and professional photographers. Domestic production of motion-picture 
cameras and parts probably exceeds $25 million a year. 


Embroideries (par. 1529 (a)) 


Reductions were made in the rates of duty on insertings, edgings, galloons, 
flouncings, and allovers, which are burnt-out laces or “Swiss-type” embroideries, 
and finished or unfinished articles in chief value of one or more of the foregoing. 

On curtains, panels, panelings, and valances of cotton, the rate was reduced 
from 60 percent to 30 percent. These articles are known as “Swiss embroidered” 
eurtains. They are made on the Bonnaz, Connelly, or similar sewing machine. 
Few, if any, Swiss embroidered curtains are now made in the United States. 
Imports in 1954 amounted to $175,000 of which Switzerland supplied over 80 
percent. 

The duty on insertings, edgings, galloons, flouncing and allovers of cotton and 
burnt-out laces of cotton, as well as of all other fibers, was reduced from 60 to 
45 percent ad valorem. Total United States imports of these articles amounted 
to about $830,000 in 1954. Switzerland supplied about $583,000. Most of the 
imports from Switzerland supplement rather than compete with the United States 
production. The lower-valued embroideries from Switzerland compete some- 
what with the bulk of the United States production. However, most of the 
imports are of the higher-priced types of which there is little United States pro- 
duction. United States production of insertings, edgings, etc., is estimated at 
$40 million per year. 

The duty on insertings, edgings, galloons, flouncing, and allovers of cotton and 
vegetable fiber was reduced from 90 to 45 percent ad valorem. In 1954, imports 


of such curtains amounted to less than $5,000. United States production of this 
type of curtains is negligible. 


Certain tertile assistants and coal-tar derivatives (par 5, 27 (a) (3) (4) 


9a (5), 
28 (a)) 


The rate of duty on primary chemical compounds used chiefly as assistants in 
preparing or finishing textiles, and provided for in paragraph 5 of the Tariff Act 
of 1930, was reduced from 25 to 12% percent ad valorem. Total United States 
imports of these items amounted to about $40,000 in 1954, of which $24,000 came 
from Switzerland. It is estimated that United States production of such chemi- 
cal compounds amounted to $3 million in 1953. 

The duty on coal-tar products used chiefly as assistants in preparing or finish- 
ing textiles provided for in paragraph 27 (a) (3) (4) (5) was reduced from 7 
cents per pound and 40 percent ad valorem to 344 cents per pound and 20 percent 
ad valorem. The ad valorem equivalent of these compound rates, on the basis 
of 1954 imports, are 42 and 21 percent, respectively. Total United States imports 
in 1954 of such products amounted to $261,000 of which Switzerland supplied 
$257,000. United States production of these chemicals is estimated at over $30 
million annually. 

The duty on certain coal-tar medicinals, described as derivatives of imidazoline 
or hydantoin, was reduced from 7 cents per pound and 45 percent ad valorem to 
3% cents per pound and 22% percent ad valorem. The ad valorem equivalent 
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of these rates are 45 and 22% percent, respectively, on the basis of 1954 imports. 
Total United States imports of these items, all from Switzerland, amounted to 
$181,000 in 1954. United States production of these derivatives (estimated at 
$300,000 in 1954) consists of medicinal products which are different from 
imports. 

The aforementioned chemicals on which reductions in duty were made are 
specialties and are generally not competitive with domestic production. 


Measuring and timing devices (par. 368 (a) (c)) 


Selective reductions in duties were also made on certain kinds of clockwork 
mechanisms, including some devices used for measuring the flowage of water, 
gas, electricity, etc., and some time switches and parts. Clockwork mechanisms 
are classified for duty purposes by use and by value brackets, and are generally 
subject to compound duties (i. e., specific and ad valorem rates). 

The Swiss are world famous in the production of precision instruments and 
mechanisms. In this general category on which concessions have been granted 
the Swiss interest is in the higher priced mechanisms and parts. 

Total United States imports in 1954 of this group on which concessions were 
granted amounted to approximately $490,000; Switzerland supplied about $345,- 
000 or 70 percent of the total. 

Four items or classes account for over 75 percent of the total United States 
imports in 1954 and represent 97 percent of the imports from Switzerland. First, 
nearly half of the $345,000 total imports from Switzerland in 1954 represented 
parts valued at about $145,000 on which the duty was reduced from 65 to 45 
percent ad valorem. The next item in importance is time switches valued be- 
tween $5 and $10 each. Switzerland has been the sole supplier of this item, 
imports amounting to $76,000 in 1954. The compound duty was reduced from 
$1.50 each plus 32% percent ad valorem to $1.50 each plus 20 percent ad valorem. 
The ad valorem equivalent of these rates, based on 1954 imports, are 56 and 
43 percent, respectively. 

Other clockwork mechanisms not elsewhere specified valued at over $10 each 
is the item of third importance in this group, accounting for imports from Switzer- 
land of about $70,000 in 1954. In this class the duty was reduced from $4.50 each 
plus 65 percent ad valorem to $2.25 each plus 35 percent ad valorem, a reduction 
of about 46 percent, or from an ad valorem equivalent of 88 to 47 percent, based 
on 1954 imports. 

Total imports of the fourth item of importance, clockwork mechanisms not 
elsewhere specified valued at between $5 and $10 each, amounted to about $51,000 
with Switzerland supplying about $31,000. On this item the duty reduction is 
50 percent, or from $3 each plus 65 percent ad valorem to $1.50 each plus 32% 
percent ad valorem. The ad valorem equivalents of these rates, on the basis of 
1954 imports, are 98 and 49 percent respectively. 

Generally speaking, the mechanisms and parts which are imported under 
the above-mentioned groups are precision measuring and timing devices not pro- 
duced in the United States. 


Surveying instruments (par. 360) 


A decrease was made in the rate of duty on surveying instruments and parts 
from 40 to 35 percent ad valorem. Total United States imports of this class 
from all sources in 1954 amounted to about $392,000, of which Switzerland sup 
plied about $158,000 or approximately 40 percent. Domestic production is esti- 
mated at about $12 million. 


Knit underwear of cotton or other vegetable fiber (par. 917) 

A reduction in duty from 30 to 20 percent ad valorem was granted on knit 
underwear of cotton or other vegetable fiber valued at more than $4 per pound. 
This concession establishes a new value bracket under this general class, con- 
fined to the more expensive qualities of merchandise. Total United States im- 
ports of such knit underwear amounted to an estimated $32,000 in 1954. Switzer- 
land supplied 3,082 pounds valued at $30,828. 

United States production of this class is reported only in terms of dozens of 
garments, not in pounds or values. It is estimated that United States produc- 
tion of knit underwear corresponding to a foreign value of over $1.75 per pound 
amounted to about 12 million pounds in 1954. How much of the domestic pro- 
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duction of knit underwear corresponding to a foreign value of over $4 per pound 
is not known. 


Future consultations regarding schedule I modifications 


In the course of the consultations concerning the compensatory concessions 
granted by the United States, conversations were also held, on the initiative 
of the Swiss Government, with regard to possible modifications in schedule I of 
the trade agreement (Swiss concessions to the United States), particularly with 
reference to adjustments consequent on the current revision of the Swiss tariff. 
It was not found practicable, however, to consider modifications in schedule I in 
conjunction with the negotiations concerning the compensatory adjustments of 
schedule II arising out of the changes in the United States import duties on 
watches and watch movements. It was mutually agreed, however, in a separate 
exchange of notes, that the Government of either country henceforth will be 
prepared, upon request of the other Government, to enter into consultations with 
regard to adjustments in schedule I of the existing trade agreement, including 
those adjustments arising out of the current revision of the Swiss tariff. 


TABULATION OF ITEMS ON WHICH THE UNITED STATES GRANTED TARIFF CONCESSIONS 
IN THE SUPPLEMENTARY AGREEMENT WIH SWITZERLAND 


The following tabulation shows each item, identified by tariff paragraph and 
statistical class, on which the United States granted a concession to Switzerland 
in the agreement supplementary to the 1936 reciprocal trade agreement between 
the two countries; the rate of duty before the concession was made and the 
rate afterward; and the value of United States imports in 1954 of each of the 
concession items. The import data are preliminary and do not include (1) 
products of the Republic of the Philippines which are duty free, (2) duty-free 
imports for Government use, and (3) products of Communist-dominated countries, 
which are not accorded the benefit of trade-agreement rates. 
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Mr. Kauisarvi. The result of the agreement which was signed on 
the 8th of June 1955: Switzerland requested compensation in the 
form of duty reductions up to 50 percent on some 70 items, account- 
ing for imports in 1953 valued at some $98 million, of which Swit- 
zerland supplied $17.8 million worth. Negotiations were conducted 
on the basis of possible United States concessions on items imported 
in 1953 valued in total at $17.3 million, of which the Swiss supplied 
$12.7 million. 

Concessions were granted on items on which imports in 1953 
amounted to about $10 million, of which Switzerland supplied $8.1 
million. 

By comparison the total United States imports from Switzerland 
for 1954 in all commodities amounted to $146 million, of which $126 
million was dutiable and $20 million duty free. 

Reduction in duties range from 1214 percent on surveying instru- 
ments to 50 percent on various tariff items on which concessions were 
granted. 

Mr. Foranp. In other words, we gave them a punch in the jaw and 
said, “Here is the watch industry. We are going to sock them, and 
in order to make you feel better we will make you a concession on 
other items. We are trading you the watch industry for something 
else.” 

Mr. Kanisarvi. That is the Congressman’s interpretation; it would 
not be our interpretation. 

Mr. Foranp. It is a fact, nevertheless, that it was a trade of watch 
business for some other item that they were selling to this country. 

Mr. Karasarvi. Precisely, but in that particular matter this is not 
unusual, 

Mr. Foranp. It is not what ? 

Mr. Kauisarvi. It is not unusual; it is not outside the realm of 
reasonableness. 

Mr. Foranp. Well, I do not know if it is reasonable or not. If you 
are going to damage one industry for the sake of helping another 
industry, I do not think we are getting very much ahead. 

Mr. Karis anvt. May I point out, “Mr. Chairman, that this comes 
under the esc ape-clause procedure which Congress has specifically 
provided and which is fitted into the trade-agreement program and 
which is thoroughly known and understood by the people with whom 
we have entered into agreements. 

Mr. Foranp. I was one of those instrumental in getting the escape 
clause written into the law, and the escape clause has been used about 
5 times out of 55 applications for its use. 

If it fits the convenience of certain groups which have influence, 
either through the backdoor or otherwise, at the White House, all is 
well and good, but if you do not have that influence you do not get 
to first base. 

So I think the escape clause has been abused in this case rather 
than used as it was intended to be. I am glad you mentioned the 
escape clause, because that has been a thorn in my side for a long time. 
I think it is being misused rather than used properly in this instance. 

The Cuarrman. Are there any further questions? 

Mr. Keogh, of New York, will inquire. 

Mr. Keocu. Mr. Kalijarvi, permit me to ask you first, is not the 
effect of section 2 to assume for the United States the right unilat- 
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erally to suspend any international agreement affected by section 1, 
to suspend or to modify or to terminate ¢ 

Mr. Katisarvi. Mr. Keogh, I would construe section 2 as author- 
izing negotiations. 

Mr. Kroeu. You would? Then how do you interpret the language 
that says: 

But in any event not later than 180 days after the date of the enactment of 
this act? 

Mr. Karisarvi. That is the time limit within which negotiations 
would take place. 

Mr. Krocu. How do you interpret that language, assuming the 
negotiations take place and are not concluded within 180 days? 

Mr. Kauisarvi. The bill would become effective then. 

Mr. KrocH. So that in fact it is vesting in the United States uni- 
lateral power to alter, amend, modify, terminate, or suspend provisions 
of any international agreement affected by section 1? 

Mr. KaisArvi. That power already exists in the United States. 

Mr. Keoen. Pardon me. 

Mr. Katisarvi. I say that power already exists in the United States. 

Mr. Krocu. Whether it is already enacted or not, section 2 reenacts 
that principle; does it not? 

Mr. Kauisarvi. Yes. 

Mr. Keocu. So that with respect to this particular segment of one 
industry you are in fact recommending a separate, distinct, and inde- 
pendent escape clause beyond any other escape clause provided for 
by law or any international agreement ? 

Mr. Kauisarvi. May our legal counsel answer that, Mr. Hollis? 

Mr. Hoiuis. My name is Walter Hollis. My address is 10008 Fred- 
erick Avenue, Kensington, Md. 

I am assistant to the Legal Adviser of the State Department. 

I would say that in effect the Congressman may be right that there 
is a special provision here which gives relief by legislation other 
than the escape clause. 

Mr. Kerocu. So that is it not to a degree inconsistent to urge the 
enactment of this bill on the grounds that power to utilize the escape 
clause procedure is in existing law and at the same time in this legis- 
lation you seek further and additional power to escape a commitment 
in a limited, narrow area? 

You have the power to escape from any international agreement 
you have with Switzerland and what you are asking us to do is to 
forget about that power in this particular instance. Is that not what 
you are now doing? 

Mr. Hots. I think there is one distinction that may be made here 
because of the escape-clause action which has already been taken with 
respect to watches which I believe in some cases has gone as far in 
increasing the duties as the President has authority under the general 
escape clause provision of the Trade Agreements Extension Act of 
1951. 

So it may be that under the legislation action would be taken which 
would not be possible because largely of this large gap between the 
duties on the 17-jewel and the over-17-jewel watches, action which 
could not be taken under the escape-clause provisions of the statute. 
Mr. Keroeu. In effect this is not a restatement of existing law, but 
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it is an addition to and supplementing existing law and giving fur- 
ther powers of escaping commitments than existing law gives. Is 
not that true? 

Mr. Houuts. Yes; I would say it is action which does provide this 
additional escape. It provides, as Mr. Kalijarvi pointed out, that if 
there is an international obligation involved, provision is made for 
the negotiation to relieve the United States from that international 
obligation and what was considered a reasonable time is given for 
those negotiations. 

Mr. Krocu. But the point I make is, is it not a fact that the gen- 
eral provisions for escape-clause procedures are not pertinent or rele- 
vant to the type of escape you are seeking in section 2 of this bill? 

Mr. Houuis. Well, it depends on the context in which the distinction 
is drawn. 

I think it was discussed in connection with the negotiations for com- 
pensation and I do think that it is quite comparable with the action 
under the escape clause that if it is found to be contrary to the inter- 
national obligations and the other country is found to be injured, that 
there would be a reasonable case for further negotiations which would 
be quite comparable to the reasonable case for further negotiations 
where the escape clause has been invoked. 

Mr. Kroeu. And exhausted ¢ 

Mr. Honus. What? 

Mr. Kroeu. And the power has been exhausted ? 

Mr. Hotuts. I don’t know whether fully exhausted, but I think that 
the escape clause would not be adequate for this particular situation. 

Mr. Krocu. Since the general escape clause was written into law, 
has your Department sought any legislation similar to this that would 
have had for its effect additions to those general escape-clause pro- 
visions ¢ 

Mr. Hottits. I am not sure to what extent we sought, but we did, 
I think, raise no objection to the increase in duty on certain rubber- 
sole footwear which again was a matter of loophole. 

I do not personally recall what our position was on the fish-stick 
legislation. 

Mr. Krocu. Thank you very much, Mr. Hollis. 

The Cuarrman. Mr. Simpson of Pennsylvania will inquire. 

Mr. Stmpson. I assume that you would not recommend this legis- 
lation if it violated international agreements such as GATT. 

Mr. Kauisarvi. We believe this legislation is consistent with the 
spirit of existing law and therefore entirely consistent with the Presi- 
dent’s trade program, with the GATT program, and with all the trade 
programs. 

The CHarrman. Do we make any kind of international agreements 
under the trade agreements authority whereby we seek to deny to 
Congress the right to change a law? 

Mr. Kaursarvi. No. The power derives from Congress. 

Mr. Suwpson. That is correct. 

Now, as a part of our international agreements, we have this ques- 
tion of compensatory concessions. My ‘understanding i is that within 
the past year or so, the President imposed certain further obligations 
under the escape clause upon the importers of watch movements from 
Switzerland. 

Mr. Kauisarvi. Yes; 1 year ago today. 
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Mr. Srupson. And subsequent to that time we did make compensa- 
tory concessions to the Swiss actually to pay for those new obligations 
the President imposed. 

Mr. Kanisarvi. That is correct. 

Mr. Stmpson. Now, after that was done somebody discovered a way 
to make a farce of the President’s action and to get around the effect 
of the tariff by bringing in watch movements in a form which carries 
a lower tariff than was contemplated. 

Mr. Kauisarvi. May I make one comment before answering your 
question, Congressman ? 

That is that Switzerland is not a member of GATT, so our negotia- 
tions with Switzerland was on the basis of a trade agreement with 
Switzerland. 

Mr. Srwpson. But they were handled, as I understand it, on the same 
basis. 

Mr. Karisarvi. On the same basis; that is correct. 

Mr. Surpson. In other words, as a layman might put it, they would 
pay for the obligation the President imposed upon them ? 

Mr. Kausarvi. That is correct. 

Mr. Simpson. Increased obligations. 

Mr. Karisarvi. That is correct. 

Mr. Srupson. Since that time this question comes up by which watch 
parts are brought in a lower rate than before the people discovered 
this method of "changing the definition of what is a jewel movement. 

Mr. Kaurisarvi. That is correct, and I don’t think it is strange in 
human commerce that one should attempt to take advantage of any 
opportunity for trade that may exist. 

Mr. Supson. This committee, Mr. Kalijarvi, is very familiar with 
tax laws. We pass them, and as soon as we pass them the very best 
lawyers in this country undertake to discover methods by which they 

can perfectly legally defeat what was the intention of the Congress 
in the law. 

I think that is what took place here. The obligation imposed by the 
law has, it appears, been successfully gotten around legally and a 
loophole has been discovered which we are now called upon to plug. 

My colleagues on thas committee have spent a lot of time in plug- 
ging loopholes in the the tax laws, and here they have an opportunity 
in another field to do the same thing. 

Now, my question is this, and I know you might be reticent to 
answer it, but I will nevertheless ask it: 

I cannot see why we should make additional concessions to the 
Swiss Government for such a change when we simply are returning 
to the status quo, as we thought it was at the time we set this tariff up. 
I can’t conceive that the Swiss would accept a compensatory conces- 
sion for the additional restriction imposed by the President and then 
when somebody does something which defeats the very purpose of the 
President’s order asking us to grant additional compensation when 
we seek to correct it. That does not seem right to me. 

Mr. Karisarvi. I think you are quite correct, Congressman. There 
is a great reluctance on our part to expose our position in a request for 
compensation which might be made. 

Mr. Srareson. I deal with people every day, not at the level which 
you gentlemen do, but it seems to me the same question applies. I can- 
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not conceive that the great Swiss Government would make an agree- 
ment and then take advantage of a loophole. I think if we fail to 
pass this law they should make new concessions to us or return part of 
the concessions that we have already made. 

Mr. Kauisarvi. Well, that may be hopeful, but I rather doubt that 
it would occur. 

The Cuatrman. I must now excuse myself and go to the floor. 
Without objection, Mr. Mills will preside, and the hearing will con- 
tinue until the other members are called to the floor and then the hear- 
ings will be suspended and resumed at 10 o’clock tomorrow morning. 

‘Mr. Eberharter, of Pennsylvania, will now inquire. 

Mr. Epernarter. Mr. Kalijarvi, would it be fair to say that if the 
first section of these bills is enacted, that the State Department antici- 
pates representations will be made either by Switzerland or some other 
government that there has been a v iolation of an international agree- 
ment ? 

Mr. Kauisarvi. I would say there is a possibility and because there 
is a possibility we support section 2. 

Mr. Eperuarter. You would not go as far as saying there is a prob- 
ability ? 

Mr. Kauisarvi. To be perfectly honest with you, I don’t know. 
There is reason to believe there may. 

Mr. Epsernarrer. That is a good answer. 

When the President made the previous change with respect to the 
duty on watches imported from Switzerland, did they not make repre- 
sentations that there had been a violation of an existing agreement ? 
I think it would be fair to assume that they will make further repre- 
sentations in the hope that they could get some further concessions 
from the United States as they got concessions in the first instance 
from the United States when the duty was raised on the imports of 
Swiss watches. 

Mr. Kauisarvi. That is a matter for the decision of the Swiss Gov- 
ernment. I would say there is a possibility. 

Mr. Eseruarter. Now, if it is necessary for the President through 
the State Department to negotiate this matter, any concessions of com- 
pensation to the Swiss Government might conceivably be harmful to 
some other segment of American industry to some extent or the Ameri- 

can industry might think they were harmful; is that correct ? 

Mr. Kauisarvi. The difficulty in your question to me is the word 
“harmful”; if concessions are given they are bound to affect others, 
not the people who are inter ested in watches. Concessions are given 
on other things than watches. 

Mr. Esernarrer. Concessions would be given, if any were given, 
uffecting other segments of American industry than the watch in- 
dustry; is that correct ? 

Mr. Kauisarvi. That is correct. 

Mr. Eseruarrer. So it would become really a matter of negotia- 
tions with the Swiss Government and they are the Government in- 
volved in the agreement. 

As a matter of trading, would it not be a matter of coming to some 
agreement with them ? 

Mr. Kauisarvi. Exactly. Here are a few of the items on which 
concessions were made. 
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Mr. Esveruarrer. It would be very interesting to know. 

Mr. Karisarvi. On cotton insertions, edgings, hats, bonnets, hat- 
bands, cotton underwear, clockwork mechanisms, time switches, sur- 
veying instruments, textile assistants, just to mention a few of them. 

Mr. Esernarter. It seems to me I remember that the hat industry 
was in here vigorously protesting against the reciprocal-trade agree- 
ment program. They were afraid something would be traded away. 

Of course, we leave this matter to the judgment and powers of the 
State Department, by and large, but here we are enlarging this au- 
thority in order to add further protection to the American manu- 
facturer of domestic watches. 

Mr. Kauisarvi. Congressman Eberharter, may I just make one 
statement which I made at the time I appeared before the committee 
on H. R. 1? That is, these concessions are determined not by the 
State Department, but by the nine agencies of the Government par- 
ticipating in a committee making their recommendations. 

It is, therefore, a governmentwide operation and not that of a 
single agency. We are the ones who do the negotiating. 

Mr. Esernarter. As you know, I am a strong advocate of the re- 
ciprocal trade agreements progr am. I think you were here when I 
asked Mr. Rose whether he had noted the speech that the President 
made at Geneva within the last week or so in which the President 
advocated the expansion of world trade, in which he advocated very 
strongly the lessening of trade barriers, and the removal of restrictions 
to commerce. 

That speech was hailed all over the world as a very fine, statesman- 
like statement of our President in announcing the policy of the United 
States. 

I am sure the State Geer aan is very delighted at that speech. 

Mr. Kauisarvr. We are 

Mr. Esvernarter. Now, is it your opinion in the passage of section 1 
of this act, section 2 also, it would be a furtherance of the policies 
enunciated by the Pr -esident in that speech to the world. 

Mr. Katisarvti. I think it would be entirely consistent with the 
President’s statement and also with the program. 

Mr. Esernartrer. Then do you further think that the countries of 
Europe will be in consonance with the policy announced by the Presi- 
dent of the United States? Do you think Switzerland will think so? 
Do you think the other countries of Europe will think so ? 

Mr. Kartsarvr. I am not now in a position to answer what a coun- 
try may think. I believe that there certainly would be a construction 
placed on this in terms of the history and background. That was the 
point I referred to during my prepared statement. 

There is a history of a series of actions here which causes us some 
problems. 

Mr. Exsernarrer. I gave the State Department and its representa- 
tives credit for knowing the pulse of the world, the likely courses of 
action of the other nations. 

In other words, this bill would provide that compensation could be 
given to other countries objecting to this protective act of the watch 
industry. That is the sum and substance of it. 

Mr. Katrsarvr. Yes. The concessions would be in compensation 
for damage. 
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Mr. Exseruarter. Concessions to other countries at the expense of 
other segments of the American economy. 

Mr. Katigarvi. That is correct. 

Mr. Exsernartrer. Thank you. 

Mr. Mus (presiding). Mr. Byrnes of Wisconsin will inquire. 

Mr. Byrnes. Mr. Kalijarvi, are you familiar with what transpired 
during the negotiations in connection with the escape-clause action 
on watches les ding up to this agreement that you have had inserted 
in the record ¢ 

Mr. Kauisarvi. Yes; I have some familiarity with the record. 

Mr. Byrnes. Since those negotiations involved watches and in- 
volved the matter of the difference in duty on watches above 17 jewels 
and those below, was the question of this new technique that had been 
developed for upgrading an item of discussion in connection with 
the negotiations ! 

Mr. Katisarvi. To the best of my knowledge the upjeweling prob- 
lem that this bill is addressed to was not considered at that time. 
This represents a new wrinkle which seems to have developed since 
that time. 

Now, it is entirely possible it was known and action was possible 
on it, but I had no knowledge of it at the time the discussions that you 
referred to were taking place. 

Mr. Byrnes. So that as far as your knowledge is concerned, the 
negotiations were based on the matter, and exclusively, on the matter 
of the application of the duty on watches; it was determined on the 
basis of jewels? 

Mr. Kauisarvi. Well, the negotiations took place on the basis of an 
escape-clause action that had taken place. 

Mr. Byrnes. In connection with an application of a duty on watches 
based on the jewel content of the watch ? 

Mr. Kauisarvi. That is right, application of our laws which existed 
at that time. 

Mr. Byrnes. Yes. And, therefore, if a change is made in practice, 
either subsequent to that time or which was not an item in the nego- 
tiation, any action we take today is really only to maintain the status 
quo of the interpretation of the tariff law that was in effect during 
the course of your negotiations ? 

Mr. Karisarvi. If I understand the implications of your question 
as well as the questions themselves, maybe this is the answer that you 
are seeking. 

The negotiations took place not on the basis of just jewel content, 
nor the technology involved, but on the basis of an escape-clause action 
which had taken place and for which compensation was requested. 

Mr. Byrnes. But did you consider in the negotiations the fact that 
even though the escape clause had been invoked, that the Swiss-move- 
ment manufacturers and the importers got around that by a new tech- 
nique that has been developed ? 

Mr. Kanrisarvi. I don’t think that that was a part of the negotia- 
tions, and not a part of the discussions. 

Mr. Byrnes. That is what has taken place if I understand the 
situation. 

Mr. Kauisarvi. That is right. The upjeweling problem to which 
this bill is addressed dev eloped subsequent to those negotiations. 
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Mr. Byrnes. You negotiated and made these other concessions be- 
cause we invoked the escape clause and yet the disadvantageous effect 
that the invocation of that escape clause might have on the Swiss 
manufacturers is such that it could be gotten around by another 
technique. 

Mr. Kauisarvi. That is right. The Congressman can rest fully 
assured that if we had been convinced that upjeweling had been a part 
of the negotiations, we would not be here now in support of the legis- 
lation. This is a complication of our international relations and if 
upjeweling had been a part of the negotiation it would be finished 
business as far as we are concerned. 

Mr. Byrnes. You might not have made some of the concessions 
that you did make. 

Mr. Kauisarvi. That is entirely possible. 

Mr. Byrnes. To Switzerland as a payoff for invoking the escape 
clause; is that not correct? 

Mr. Kaxisarvi. You are quite correct. 

Mr. Foranp (presiding). Mr. McCarthy will inquire. 

Mr. McCarrny. I do not pretend to understand the European mind, 
but I would like to have you explain to me how the European press 
might possibly pick up the information that the President has asked 
the passage of this bill and not interpret that as being a repudiation, 
at least in part, of what he said at Geneva last week. 

Mr. Katrsarvi. The trade-agreements program is based on existing 
law, our own domestic tariff regulations, and international agreement 
we have entered into. These bills have as their purpose making our 
law consistent and taking into account a practice which has come into 
existence since the law was passed. These bills deal with a new phase 
of technology, and therefore, are not in contravention of the Presi- 
dent’s stated program, but is a consistency within our own domestic 
legislation. 

Mr. McCarrny. I accept that. The question in my mind is the 
effect in Europe, the interpretation which would be given to the pas- 
sage of this bill. 

Mr. Karisarvt. I haven’t a question but that there will be some 
who will look upon this as a step in contravention or contradiction of 
the President’s program. That is not our construction. 

Mr. McCarrny. Another question is this: As I read the testimony 
of the Treasury Department, it is indicated where they examined 
4 types of works which had been imported, they found that only 3 
of them would in a sense be disqualified for importation at $3.75, 
that the fourth work, even though it allows for upjeweling, could 
not be disqualified for imposition of the duty applicable to a 17-jewel 
movement. 

It seems to me that we just have a continuing problem. What is 
there to prevent the Swiss watchmakers from adopting that fourth 
work, the techniques that have been incorporated in that? 

Mr. Katisarvi. It is that fourth work that this bill is specifically 
designed to take care of. 

Mr. McCarruy. As I understood the testimony of the Treasury 
there were three devices that could be taken care of under existing 
law. There was a fourth device which made this legislation necessary. 

Mr. Karisarvi. My colleagues confirm my own impression that the 
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Treasury Department testified that three of the illustrations fell 
under the regulation, and the fourth escaped it. 

Mr. McCarruy. Then I have another question. 

Are there any American watchmakers who are making watches of 
17 jewels or less that are using this device of putting in a metal 
bushing or whatever it may be, which can easily be removed and 
replaced ? 

Mr. Kauisarvi. That is a detail which I do not know. I think it 
is a question which ought to be addressed to the agencies that have 
this technical know ledge. 

Mr. McCarruy. If that were true, in a sense you would be putting 
the European producer at a disadvantage if this is a good technique, 
leaving out the question of jeweling altogether, limiting it only to a 
question of metal bushings ? 

Mr. Kaxisarvi. Yes. 

Mr. McCarruy. So they could not, unless they wished to pay the 
$10 rate, export to this country a 17-jewel watch which did have metal 
bushings which could easily be removed. 

Mr. Katisarvi. I think that is correct. 

Mr. McCarrny. Has any attention been given to using the ad val- 
orem method of imposing duty on these watches rather than imposing 
duty on the work itself as is done under the present law ? 

Mr. Katasarvt. If I may beg off from that question, I would say 
that isa question for the Treasur v to answer. 

Mr. McCarruy. Would you have any recommendation? It seems 
to me that to jump from $3.75 to $10.75 is an unreasonable differen- 
tial. 

Mr. Kauisarvi. Has this not been established by Congress? 

Mr. McCarrny. It may be established by Congress, but it still may 
be unreasonable. 

Mr. Karisarvi. I think that is quite a widespread view. 

Mr. McCarrny. And it might be better to impose, say a $5 duty on 
all imported watches, or $6 or $7. 

It seems to me we are just setting up here a continuing problem. 
As I recall testimony on H. R. 1, it was indicated that we might set up 
these limitations and aanidahan but the Swiss would prob: ably work 
out a device within 6 months by which they would circumvent this 
regulation again. 

Mr. Karisarvi. I think it is entirely possible that changing tech- 
nology may produce things which have not been anticipated or ex- 
pe: ted and it isa matter for C ongress to determine whether the policy 
and whether a particular regulation fits a particular situation and how 
it should be applied. 

Mr. McCarray. There is a question in my mind whether or not it 
might be better for us to hold extensive hearings with a view to chang- 
ing over to an ad valorem duty or possibly establishing a fixed rate on 
all imported watches. 

Mr. Kartvarst. That is a matter for Congress to determine. It 
would seem to me that in this particular instance you have an imme- 
diate problem which calls for some kind of solution in order to correct 
what has been described as a loophole in our legislation. 

Mr. McCartuy. Would you say the State Department would be in 
favor of legislation which would establish some kind of stability in 
this trade relationship ? 
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Mr. Kauisarvi. Yes, indeed. 

Mr. McCarruy. Rather than one which calls for a continued reex- 
amination and modification of the law. 

Mr. Kawisarvi. We certainly should, although we would not claim 
competence to determine what that policy ought to be. 

Mr. Mitas (presiding). Are there any other questions ? 

If not, we thank you, Mr. Kalijarvi, for your appearance and the 
information giv en the committee. 

The next w vitness is our colleague, Hon. Richard E. Lankford. 

Mr. Lankford, although we know you favorably, for the benefit of 
the record will you please give your name and capacity in which you 
appear ¢ 


STATEMENT OF HON. RICHARD E. LANKFORD, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MARYLAND 


Mr. Lanxrorp. I am Richard E. Lankford, Member of the House 
of Representatives, representing the Fifth Congressional District of 
Maryland. 

I am testifying today in opposition to the proposed bills H. R. 
7466 and H. R. 7467, which would prohibit the remanufacture of im- 
ported watches to increase their jewel count. 

First, may I thank you and the committee for affording me this 
opportunity to appear ‘before you and I will not take any more time 
than is absolutely necessary. 

At the outset of these remarks, may I state that I have an abiding 
interest in this matter. The continued export of Maryland tobacco 
to Switzerland is of vital concern to my constituents. The Swiss are 
the largest purchasers of high-grade Maryland export cigarette 
tobacco. 

As a matter of fact, my campaign for a seat in the House of Repre- 
sentatives was based in large measure on maintaining the export mar- 
kets for our agricultural products by permitting the Swiss to earn 
dollars through continued sales of their watches in the United States. 

The strong support and endorsement which I received from my 
district has encouraged my efforts and has prompted me to appear 
today before your committee. 

These proposed bills mark the unfolding of a new chapter in the 
administration’s series of actions taken over the past months against 
our friendly ally, the Confederation of Switzerland. 

Beginning with last year’s 50 percent increase in tariffs, the domes- 
tic watch manufacturers have been aided and abetted by a number 
of administration-sponsored actions taken at the expense of the im- 
porters of Swiss watches. These actions, also, have been taken at the 
expense of American consumers who are being forced to pay increased 
prices, and American exporters who find their markets contracted. 

Four months ago I made my maiden speech on the floor of the House 
of Representative es and spoke out against the protectionism that was 
being advanced by the special interests. 

In addition, I cited the fact that the Congress and the American 
people had been subjected to a gigantic hoax when the Office of De- 
fense Mobilization issued its findings that the four American jeweled 
watch manufacturers were “essential” to national defense. I referred 
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to the release that had just been made by the Defense Department of 
its study of this industry—a report that had been classified as “secret’ 
for nearly a year. In this report, the Department of Defense stated 
clearly and unequivocably that— 


no special nor preferential treatment for the industry is necessary. 


At that time I also addressed a letter to the President asking 
whether, in the light of the Defense Department’s study, he con- 
template a rescission of the tariff increase on Swiss wate hes. A reply 
in behalf of the President from his administrative assistant, Bryce N. 
Harlow, contained no reference to my question, nor did it contain any 
indication of a reevaluation of the tariff matter. 

I submit that such a reappraisal is long overdue. I question, how- 
ever, the wisdom of further proposals of a piecemeal nature. 

It is in this spirit that I respectfully suggest that another piecemeal 
approach is contained in the current bills before your committee. A 
multitude of such matters have been considered by one Government 
body after another during past months, Treasury, ODM, Tariff Com- 
mission, Government Operations Committee of the Senate, are but 
a few that have been involved with fragments of the total watch prob- 
lem 

In my judgment, a sober and unemotional study of all related fac- 
tors is solely needed to clear the air of half- truths and misrepresenta- 
tions. Clearly, such a review should be instituted soon. 

It is not my purpose today to recite chapter and verse on the con- 
fused state of affairs surrounding the competitive battle between two 
branches of the American watch industry. Nor is it my intention to 
recount the ill-founded assumptions upon which the militant actions 
of the administration have been based against the Swiss manufac- 
turers and the importers of their products in this country. 

Suffice it to say, and emphasize, this whole fabric of charge and 
countercharge, as well as this newly proposed prohibition against the 
remanufacture of imported watches, is of vital concern to all of us 
who seek the truth. 

At the present time, instead of reexamining the effect of last year’s 
boost in watch duties on Swiss-United States trade, the administra- 
tion is now sponsoring another piece of restrictive legislation that will 
probably have the effect of further reducing Swiss purchases from the 
United States. 

The technical aspects of the legislation before you will be discussed 
by persons better versed than I am in these matters and, for this rea- 
son, I am limiting my remarks to ones bearing on legislative facets of 
this problem. 

I understand that supporters of the proposed bills have urged their 
enactment because, as they say, the bills would “plug a loophole.” 

I submit that this argument is fallacious and many court decisions 
over the past three- -quarters of a century could be cited in evidence. 

The decisions attest to the fact that American importers of many 
and varied products have been granted by the courts and the customs 
authorities the right to fashion their merchandise so as to make that 
merchandise dutiable at the lowest permissive rate. Examples include 
imported matched pearls, imported gunstocks without barrels, and 
others too numerous to mention here. 
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The importance of this argument is that, if imports are now to be 
judged on the basis of the intent of the importer, rather than on the 
basis of the actual condition of the merchandise at the time of entry, 
we are introducing a new concept into customs classifications whic h, 
if adopted in foreign countries, could have far-reaching and preju- 
dicial results to United States exporters. 

For example, you gentlemen are aware that most of our agricul- 
tural export commodities are shipped either in raw or semimanufac- 
tured form. Upon arrival at a foreign destination, they frequently 
receive further processing. 

If foreign countries should retaliate by establishing a similar pro- 
hibition against our products, this would strike a dev astating blow at 
our agricultural community. Tobacco and cotton are but two of many 
items that could receive great damage. 

Patently, these bills are fraught w ith complex and involved features ; 
I cannot help but be struck ‘with the possible ramifications which 
could result from hasty action at this time. 

May I inveigh against any such action during the closing days of 
this session. Adoption of this legislation which introduces strange 
and questionable principles in customs law and administration would 
only further agitate and compound an already volatile situation that 
could tend to undermine this Nation’s rec iprocal trade program. 

You have heard this morning the representative of the State De- 
partment say that the boost in Swiss watch tariffs of 50 percent just 
a year ago today has caused them some concern, to put it in State “De- 
par tmenteese,” and that these bills tod: ay would cause them some con- 
cern, which is to put it very mildly. 

In this regard, it would appear germane to set forth a few facts 
about our trade with Switzerland: 

The Swiss buy over 10 million pounds of American tobacco each 
year. Not only Maryland, but the States of Kentucky, Virginia, Con- 
necticut, and the Carolinas supply most of the tobacco to Switzerland. 
The tobacco and other American food products purchased by the 
Swiss total approximately $68 million a year, and, I might add, 
Switzerland represents the best cash customer we have in “Europe. 
Interestingly, in this connection, is the fact that two of the leading 
Swiss brands of cigarettes are “Maryland” and “Texas.” 

This fine example of our reciprocal trade program in action may 
soon be altered if the current trend of trade disruption with Switzer- 
land is not reversed. We have been benefiting as a nation from our 
two-way commerce with the Swiss to the extent of a profitable trade 
balance of $500 million over a period of the past 10 years. 

Now, with imports from Switzerland dropping, this balance can- 
not be maintained. 

As a matter of record, the official publication of our Department 
of Commerce, Foreign Commerce Weekly, acknowledged in its issue 
of May 16 that the increase in watch duties has harmed the Swiss 
industry. The article pointed out that the first 2 months of 1955 
showed a decline of 11,500,000 franes in Swiss watch exports to the 
United States, and a loss of employment of 6 percent in the same 
period. 

At this juncture, I should like to submit herewith a three-point 
program which, in fairness to all concerned, should be undertaken by 
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the Government at an early date. This program is designed to pro- 
vide reconsideration of the present and proposed restrictions on the 
i cae of Swiss watches along the following lines: 

A thoroughgoing review should be made of the effect of the 1954 
taf increase upon domestic production levels, prices, and imports. 

A reevaluation should be undertaken by the Government to de- 
termine the degree of defense essentiality of all segments of the Amer- 
ic = watch industry. 

. A study should be initiated of appropriate alternatives to tariff 
increases and other import barriers for possible use in assisting a 
“defense essential” industry. 

In conclusion, I should like to emphasize again that the Swiss watch 
issue has become a veritable battleground upon which protagonists 
are waging a war that performs a disservice to the policy upon which 
the tenets of our reciprocal trade program rest. Harassment and 
disruption of the excellent relations that have existed in past years 
between this country and Switzerland unfortunately have become the 
order of the day. 

In all candor, continued repercussion cannot be countenanced by 
fairminded Americans. It cannot, moreover, be given any further 
impetus by an a sement at this time of the proposed bills, H. R. 

7466 and H. R. 7467. 

Pending seemplatie of such studies as I have suggested, I sincerely 
urge that your committee reject or set aside the proposed legislation 
and, in so ‘doing, set the stage for a forthright and long overdue re- 
appraisal of the Swiss ws atch controv ersy. 

Again, Mr. Chairman, may I thank you for giving me this oppor- 
tunity to appear before your committee. 

Mr. Mrs. Are there’ any questions ! 

Mr. Simpson, of Pennsylvania, will inquire. 

Mr. Stmpson. Mr. Lankford, I am sure you want an improvement 
in business relations between our country and any foreign country ? 

Mr. Lanxkrorp. Yes, sir. 

Mr. Stwpson. And the gist of your argument is that the sales of 
Maryland tobacco are connected in some manner with our foreign 
trade? 

Mr. LAnxrorp. They are connected in a very great manner, sir, 
_ ‘ause the Swiss are the largest buyers of high-grade Maryland 

‘igarette tobacco for export and they are a very important part of 
the economy of southern Maryland. 

As you know, my district is about the only place in the country 
where this partic ‘ular type of tobacco is grown. The Swiss like it 

d they buy it and they have been buying it for years, and the vy have 
bean paying for it with dollars. 

And my fear is that if they cannot earn the dollars in this country 
they will stop buying our production. We are a one-production agri- 
cultural community. 

Mr. Stupson. Do you actually see a close relationship between the 
selling of your tobacco and the importing of watch movements? 

Mr. Lanxrorp. Yes, sir; most definitely. If they don’t have the 
dollars which they gain from selling their watch movements in this 
country, they will not buy Maryland tobacco and they cannot buy 
Maryland tobacco. In addition, it goes even further than that. 
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The 50 percent raise in tariffs on Swiss movements goes further 


than just the tobacco industry. It hurts all of the small-business men va 
who carry in stock Swiss watches, watches that sell for up to, say, $25. int 
Once they get over that price a person is not going to the Rexall store as 
at Indian Head, Md., to buy a watch. He is going to some jewelry 
store. 

So the Rexall distributor, dealer in Indian Head, loses the sale of pl 
watches that he had before. m: 


Mr. Stmpson. Mr. Lankford, I assume from what you tell me that 
there is a relationship then with respect to the selling of your tobacco 


to the Swiss people? j in 
Mr. LAn«KrForp. Yes, sir. 1¢ 
Mr. Srvpson. And the importing into the United States of their 

movements ¢ at 


Mr. Lanxrorp. That is correct, sir. 

Mr. Sumeson. Of course, I do not question your judgment at all. 
I simply say that I have figures given to me that show the reverse. 

Mr. LanxKrorp. You mean that there is no connection between the 
importation of Swiss watches and the sale of tobacco? 

Mr. Simpson. The figures I have show that as the import of Swiss 
watches increased between 1950 and 1953, the exports of United States 
tobacco, at the same time, went down. 

Maybe the discrepancy arises from the fact that my statement has 
to do with United States tobacco and not with Maryland tobacco alone. 

Mr. Lanxrorp. That may be well so, sir. I do not believe that the 
Swiss purchases of Maryland tobacco have declined. 

Mr. Stupson. I point out that the overall figures I have tend to 
show that Swiss purchases of United States tobacco in 1950 to 1953 
decreased some 3 million pounds, while the imports of Swiss watches 
increased approximately $4 million over the 4 years. 

Mr. Lanxkrorp. I am not familiar with the overall tobacco situation. 
TI am referring to Maryland tobacco. 

Mr. Srwprson. Thank you very much. 

Mr. Miuts. Mr. Kean, of New Jersey, will inquire. 

Mr. Kean. How about the sale of Maryland tobacco since the in- 
crease in the duties of watches went on about a year ago? Has the 
sale to Switzerland decreased ? 

Mr. Lanxrorp. I don’t have those figures. Our tobacco market is 
open now and will close shortly and I do not have the figures for this 
current year. 

Mr. Simpson. There is a large dollar balance in favor of the Swiss 
anyway. They could buy more tobacco if they wanted to. They have 
dollars right now. That is the information I have. 

Mr. Kean. I would be somewhat sympathetic with the suggestion 
made down the line over here with reference to the possibility of 
decreasing the high duty on some of these watches with over 17 jewels. 

However, at the moment I do not look with favor on circumventing 
the law by some devious and ingenious method, which is what the 
Swiss are doing. 

Mr. Lanxrorp. Of course, I have no sympathy with circumventing 
the law. My proposition is that this whole situation should be studied 
and reevaluated rather than go at it piecemeal. 
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Perhaps Mr. McCarthy’s suggestion that the duties be on an ad 
valorem basis is correct. I think all of those things should be taken 
into consideration rather than going about it in a “piecemeal fashion 
as in my consideration these two bills would do. 

Mr. Miius. Mr. Forand will inquire. 

Mr. Foranp. Mr. Chairman, I only want to take a minute to com- 
pliment our colleague, Mr. Lankford. It is a fine statement he has 
made here. I am in full agreement with it. 

Mr. Lanxrorp. Thank you, sir. 

Mr. Mitts. If there are no further questions, we thank you for the 
information given the committee and the committee will adjourn until 
10 o’clock tomorrow morning. 

(Thereupon, at 12:25 p. m., the committee recessed, to reconvene 
at 10 a. m., Thursday, July 28, 1955. 
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THURSDAY, JULY 28, 1955 


Hovse or REPRESENTATIVES, 
ComMITTEE ON Ways AND MEANS, 
Washington, D.C. 

The committee met at 10:40 a. m., pursuant to recess, in the Ways 
and Means Committee room, Hon. Jere Cooper (chairman) presiding. 

The Cuamrman. The committee will please Me in order. 

The first witness appearing on the calender is Mr. Arde Bulova. 

Come forward, please, sir. 

Will you please g give your name and address and capacity in which 
you appear, for the record. 


STATEMENT OF ARDE BULOVA, CHAIRMAN, BOARD OF DIRECTORS, 
THE BULOVA WATCH CO. 


Mr. Butova. Mr. Chairman, members of the Ways and Means Com- 
mittee of the House of Representatives, my name is Arde Bulova. My 


address is Bulova Park, Flushing, Long Island. 

I am chairman of the board of the Bulova Watch Co. 

This company is unique in that it operates watch manufacturing 
plants in both the United States and in Switzerland, having sub- 
stantial plants and properties in both countries. 

As large importers of watch movements into the United States, 
our strictly business and commercial interests fall on each side of the 
classic question involving domestic production versus Swiss imports. 

Insofar as the question of upjeweling is concerned, any benefits 
that may be derived by an importer in the use of this trick to cir- 
cumvent the duty could be as beneficial to the Bulova Watch Co. and 
its stockholders as to any other importer. 

We have here in this country the finest of personnel and the fore- 
most technical facilities. We manufacture in this country the 
identical movements that we manufacture in Switzerland. They are 
interchangeable part for part, and when it comes to practicing the 
art of upjeweling, we could readily become, if the Congress, through 
inaction, condones the practice, masters of this art. 

No other concern could exceed Bulova in reaping the commercial 
profit and benefit of this new upjeweling practice which has only just 
begun. 

In considering my testimony which I will present to you today, I 
trust that you ‘gentlemen will bear this most important factor in 
mind. 

Because we depend upon our imports of watch movements from 
Switzerland for a large part of the volume of goods we sell, it would 
be foolhardy for us to oppose imports. 
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In addition, it so happens that I personally am, and have been for 
many years, a strong supporter of the reciprocal trade program like 
many of my Democratic friends on this committee. 

But as an American citizen, I have a conviction developed out of 
40 years of experience in the watch industry here and in Switzerland 
during 2 wars, and the Korean emergency, that a domestic watch- 
mi iking industry is absolutely essential to our national security. 

I concluded more than 4 years ago, immediately after the outbreak 
in Korea, that it was my duty and responsibility as an American 
to warn those in authority that the United States watch manufacturing 
industry was threatened, not just with some minor injury or loss of a 
share of the market, but with total elimination, which would be a 
severe blow to our national security. I decided that I could not live 
with myself as an American unless I made every effort within my 
power to bring to the attention of those in authority in the Govern- 
ment of this country the importance of preserving this industry by 
whatever means they have at their disposal. 

It is because of this conviction that I appear here today to testify 
in support of the proposed legislation which has been recommended 
to the Congress by the executive branch of the Government. 

I would not be here if I did not feel that the prompt enactment of 
the legislation before you is absolutely essential 1f we are to maintain 
in this country, as a part of our mobilization base, a domestic watch- 
manufacturing industry. 

A look at the underlying facts will clearly reveal, despite all the 
effort to confuse this situation, that this new upjeweling campaign, 
Jaunched by the Swiss Watch Trust last September, is the final step in 
u program to eliminate the American manufacture of jeweled watch 
movements so that the Swiss can have a 100 percent monopoly. 

The Swiss already have 83 percent of the American market; the 
American manufacturers, including Bulova’s production in the U nited 
States, have only 17 percent. The substantial bulk of that United 
States jeweled watch production is in the over-17-jewel movements. 

If the Swiss, through the use of ingenious devices especially de- 
signed to circumvent our customs laws, can render meaningless the 
$10.75 duty on over-17-jewel movements, which has been maintained 
by Congress for over 30 years to give the American watch manufactur- 
ing industry a chance at survival, it will sound the death knell of the 
American watch industry. 

The questions asked yesterday indicated that some members of 
the committee were under the misapprehension that this bill could 
probably affect the reciprocal tariff agreement with Switzerland. I 
think that this point should be clarified. 

The bill does not change any part of the Tariff Act or the reciprocal 
agreement. Its purpose is to enforce the present tariff which has 
existed unch: inged on movements of over 17 jewels since 1922. 

As a matter of fact, until September 9, 1954, upjeweling was pro- 
hibited by the Swiss Watch Trust. It was considered a violation of 
their regulations and conventions and was described by them as dis- 
loyal competition. 

I want to call your attention to the fact that the rate on over-17- 
jewel watches was $10.75 in 1922, was left at $10.75 in the 1930 Tariff 
Act, and in 1936, during the reciprocal negotiations between the 
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United States and Switzerland, when the rates on all other watches 
were reduced, the rate of duty on this particular category of over-17- 
jewel watches was maintained in the reciprocal agreement. 

Consequently, when President Eisenhower approved the findings 
of the Tariff Commission and increased the tariff rates 50 percent on 
certain watches, he did not increase the rates on this classification of 
watches. 

I desire at this time to read to you excerpts from the testimony of 
Millard E. Tydings, representing the importers of Swiss watches, 
before the Preparedness Subcommittee of the Senate Committee on 
the Armed Services, United States Senate, July 2, 1954: 

Now, the fact of the matter is that in the more than 17-jewel watch move- 
ments * * * the tariff is today $10.75 per movement. * * * The result is that 
that tariff is so high that last year the domestic manufacturers made a million 
and a half movements of more than 17 jewels, and only 5,000 movements were 
imported in this category. * * * 

So you have 5,000 watches imported in this category against 1,500,000 that 
this country made, and yet they want a tariff increase on the 17-and-less-jewel 
movement, which is the only market that the people I represent now have * * *, 

He states that this is the only market they have. I want to call 
attention to the fact that the market that they have represents 83 
percent of the American market for jeweled watches. 

I want to call your attention to this, as ex-Senator Tydings stated 
then, the imports of over-17-jewel watches amounted to only 5,000 
watches per annum. 

I want to call your attention also to the fact that on September 9, 
1954, the Swiss Watch Trust rescinded its order prohibiting upjewel- 
ing of watches and, furthermore, began a program to develop trick 
techniques to facilitate upjeweling. 

If you are to permit the Swiss to evade this duty by upjeweling, 
you will destroy what is left of the American watch industry. 

The legislation before you is designed, as Assistant Secretary Rose 
stated here yesterday, to “maintain the watch tariff in status quo”— 
that is, to maintain the watch tariff in the status which Congress has 
indicated, by preventing the circumvention of the long-existing duty. 

The Swiss are the ones trying to change the status quo to give them 
the entire American market through the loophole they have opened 
in their drive for a monopoly position in the American market. Be- 
cause I believe that a failure on the part of the Congress to act in 
accordance with the recommendations of the executive branch on this 
proposed legislation would be equivalent to standing by and permit- 
ting the Swiss Watch Trust to kill off the remainder of the American 
industry and because I believe that such a result would be a severe 
blow to national security, I am here today to take a clear and unequivo- 
cal position. 

It is my understanding that the two identical bills which you are 
considering, H. R. 7466, introduced by Congressman Cooper, and 
H. R. 7467, introduced by Congressman Jenkins, were introduced at 
the request of the Treasury Department, speaking for the admin- 
istration. 

It is also my understanding that the Treasury Department, the 
State Department, and the other interested departments and agencies 
of the Government regard this legislation as necessary in order to 
prevent circumvention of the customs laws which Congress has here- 
tofore enacted. 
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These bills are proposed in order to preserve what is left of this 
industry; to stop cheating and the evasion of duty rates fixed by 
the Congress on a segment of the industry for 30 years—and any other 
explanation is a misinterpretation of the true facts. 

It is my understanding that this proposed legislation originated 
with a suggestion which Senator Barkley made to Assistant Secre- 
tary Rose. when Secretary Rose was testifying before the Senate 
Finance Committee earlier this month. On that occasion, and I am 
quoting now from the transcript of the hearing before the Senate 
Finance Committee, Senator Barkley described the practice of upjew- 
eling as— 
an obvious fraud, designed to * * * and intended to evade the tariff laws of the 
United States. 

Senator Barkley’s description of upjeweling as a device for evading 
the tariff laws of the United States was subst: antially the same as 
the viewpoint expressed by the Ways and Means Committee in report- 
ing out the proposed legislation that enacted into law the “substi- 
tutes for jewels” wording of the 1930 Tariff Act. In its report on 
H. R. 2667 of the 71st Congress, this committee said : 

The domestic watch and clock industry has suffered hardship because of the 
phraseology of the present act (the Tariff Act of 1922) as well as through low 

rates. It was found possible to evade the higher rates by sending in incom- 
pleted mechanisms, by the use of substitutes for certain jewels, and by placing 
misleading markings upon the mechanisms. * * * To overcome these possible 
evasions, the paragraphs covering watches and clocks have been redrafted. * * * 
The new phraseology we believe will to a very large extent prevent evasions of 
duty and the importation of merchandise tending to mislead the consumer * * * 


(Report of the House Ways and Means Committee on H. R. 2667, H. Rept. 7, 71st 
Cong., 1929, p. 42). 






















In other words, it would seem to be clear that Congress intended 
to outlaw, among certain other practices, “the use of substitutes for 
certain jewels” as a means of evading the tariff laws. 

By virtue of certain recent actions by the Swiss trust, including, 
in particular, the repeal by the trust, in September of 1954, of their 
long-standing ban on upjeweling, the Treasury Department has had 
to rule, in the past few months, on a series of clever devices which 
the Swiss have designed in an attempt to defeat the intent of Con- 
gress. The Treasury Department has been able to deal with all but 
one of these devices administratively, but the Treasury Department 
apparently feels that, in the light of what the Swiss are currently 
attempting, there is a need for broader authority in order that Treas- 
ury may be able to stamp out all of these vicious practices. 

By stamping out these practices, it may be possible to prevent the 
complete destruction of an industry essential to national secur ity. 

The matter of defense essentially of our industry was mentioned 
at the hearings yesterday. The simple facts of the situation, as far 
as defense essentiality is concerned, are as follows: 

1. By order of President Truman, there was established in 1952 an 
interdepartmental committee to look into ways and means of main- 
taining the essential manpower skills of the watchmaking industry 
This interdepartmental committee, under the chairmanship of the 
National Security Resources Board, unanimously reported to Presi- 
dent Truman, on January 8, 1953, that the watchmaking industry is 
essential to national security. 
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By order of President Eisenhower, a similar interdepartmental 
committee, under the chairmanship of the Office of Defense Mobiliza- 
tion, was established in 1953. This interdepartmental committee 
unanimously reported to President Eisenhower, on June 30, 1954— 


that the skills of the jeweled watch industry constitute an essential part of our 
defense mobilization habe: 


The report went on to recommend that: 

These skills should be maintained at a level from which a quick and effective 
expansion of production can be made in the event of national emergency. 

3. The Preparedness Subcommittee of the Senate Armed Services 
Committee, after going into this entire subject in detail, and after 
having the benefit of a staff study, a copy of which has been distributed 
to each of you, reached this same conclusion by a unanimous vote of its 
bipartisan membership. 

The Preparedness Subcommittee of the Armed Services Committee 
under date of July 23, 1954, stated its conclusion in these words: 

The highly skilled workers in the American watch and clock industry, who 
require long years of training and experience, and their unique ability to develop 
and produce within the shortest time possible, precision instruments to minute 
tolerances, are essential to the national defense. Therefore, it is in the interest 
of national defense to keep this essential industry alive and vital. 

4. President Eisenhower, on July 27, 1954, restored the rates of 
duty on certain imported jeweled watches to the levels which Congress 
had originally enacted in 1930. In taking this step President Eisen- 
hower pointed out that his action would— 
have an important collateral effect in contributing to the maintenance of a satis- 
factory industrial mobilization base for the domestic production of watch move- 
ments and other precision devices necessary for national defense. 

In the course of the various hearings and committee studies 
referred to above, the defense essentiality of the industry has never 
been questioned—except by the importers. All of the Government 
officials who have had occasion to go into this subject, whether Repub- 
lican or Democratic, and whether in the executive branch or the legis- 
lative branch, have agreed with President Eisenhower and President 
Truman and the committees which both of them established, that this 
ee is essential to our national security. ‘Testimony to this effect 

has been given by Secretary of State Dulles, Secretary of Defense 
Wilson, Director Flemming of the Office of Defense Mobilization, and 
a host of others too numerous to mention. 

Accordingly, it is difficult for me to see how there can be any real 
question concerning defense essentiality, other than the recurrent 
smokescreen that the importers seek to throw up every time they are 
confronted with the true facts of this situation. 

In my judgment, therefore, the Treasury Department is completely 
correct in recommending the enactment of H. R. 7466 and H. R. 7467. 
The Treasury Department has gone as far, administratively, as it 
feels it has the power to go in stamping out the vicious practice that 
is commonly referred to as upjeweling. 

In my opinion, upjeweling is a practice that has only one purpose; 
namely, the circumvention ‘and evasion of the customs laws of the 
United States. 

As I have already mentioned, Congress has enacted certain rates 
of duty on watches of 17 jewels and below, and other rates of duty on 
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watches of more than 17 jewels. An importer should be willing to 
pay the rate of duty which Congress has enacted, and if he imports 
a watch which is engineered and constructed or otherwise devised to 
be sold as a 21-jewel or 23-jewel watch, he should pay the rate of duty 
which Congress has enacted for such watches. 

The Bulova Watch Co., as the largest single importer of jeweled 
watches, believes that it should be governed in this matter by the rates 
of duty which Congress has enacted, and if the Treasury Department 
believes that it needs added authority in order to assure that these 
jaws are not circumvented, then the Bulova Watch Co. believes that 
the Treasury Department should be given such added authority as 
speedily as possible. 

As an importer, Bulova believes that it is in the interest of sound 
international trade, and in the interest of honest importers, to en- 
courage honest business practices, and the proposed legislation that 
is before you would encourage such practices, and would enable the 
Treasury Department to deal effectively with the dubious ethics of 
that handful of importers who have been trying so hard to play fast 
and loose with the customs laws of the United States. 

As a domestic producer, Bulova believes that the proposed legisla- 
tion should be enacted without delay, for if it is not enacted promptly, 
and if the Treasury Department feels that it presently lacks authority 
to deal with an imminent flood of imported watches designed to be 
upjeweled, then the effect on domestic production might well be dis- 
astrous in the interval between the adjournment of Congress in August 
and its reconvening in January. 

If this committee wishes, by a policy of delay and inaction, or out- 
right defeat of this legislation, to strike this blow against national 
security, I want them to take the clear responsibility for that act with 
a full knowledge of what they are doing. ia the light of all the official 
findings concerning the relationship of this industry to national secu- 
rity previously recited in detail, 1 think we should all know, when 
this is over, “Who killed cock robin ?” 

If that happens, I think the responsibility should be pinned officially 
and publicly where it would belong, on a failure to prevent cheating 
and evasion of our customs laws even though such failure means the 
destruction of an industry essential to national security. 

Then when the pinch comes, as it will in the event of another mobili- 
zation, I, or others who will be called upon in the high-precision field, 
will not have to come down here and explain to this, or some other 
committee of Congress, why it is impossible in 3 or 5 or 9 months to 
reestablish a domestic watch-manufacturing industry which all in- 
formed experience indicates would take at least 10 years. 

If you gentlemen in the Congress take this course, I want you to do 
it in the face of my own small voice saying that you are making a 
raonumental mistake which could not be rectified in my lifetime, or 
yours. 
If there is ever another mobilization or another war, I warn you 
that Switzerland in all likelihood would be engulfed by the forces 
of communism; in any event, it would not be able to maintain its neu- 
trality to the extent of using the Swiss watch industry to supply the 
high-precision needs of the industry of the United States of America. 

The CHatmrman. Does that complete your statement, Mr. Bulova? 
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Mr. Butova. That completes my statement. 

The Cuarmman. We thank you for your appearance and the in- 
formation given the committee. 

Are there any questions ? 

Mr. King of California will inquire. 

Mr. Kine. Mr. Bulova, I will use the words our distinguished 
chairman often uses. 

“Just for information,” I understand you feature at times a 17- 
jewel watch, at other times a 2i-jewel, and a 23-jewel watch in your 
television advertising. 

What are the selling prices of these watches, both the 17- and the 23- 
jewel, in your current advertising ¢ 

Mr. Butova. The 17-jewel watches in our current advertising sell 
at retail for $49.50 and $39 and $29. 

Our 23-jewel watches, 21- or 23-jewel watches, are sold for $59.50, 
and up. The average is about $85 on 23-jewel watches, our average 
retail sale price. 

Mr. Krne. The average is $85 ? 

Mr. Butova. $85. 

Mr. Kine. If your competitors did not have 21- and 23-jewel 
watches to offer to their customers, they would not have a full range 
of styles with which to compete with you? 

Mr. Butova. Yes, they would. They can pay the duty established 
by Congress and compete with us on those higher jeweled watches. 
They can haveit. All they have to do is pay the duty. 

As a matter of fact, Mr. King, I would like to explain to you that 
in the higher category of higher priced watches, the market is very 
limited. ‘The major part of the industry is the sale of watches up to 
17-jewels. Ninety percent of our watches are sold under $50 and in 
the 17-jewel category. That is the Bulova Watch Co.’s business. 

And all those 17-jewel watches are imported from our plant in 
Switzerland ; they are made in Switzerland; they are not made here 
at all. 

Mr. McCartny. Mr. Bulova, is there any essential difference in 
the workings of the 23-jewel watches you sell for $59 and more, from 
the 17-jewel watch other than the matter of jewels ? 

Mr. Butova. None. 

Mr. McCartuy. No difference in the works itself ? 

Mr. Burova. None. 

Mr. McCarrny. The only difference is in the jeweling ? 

Mr. Butova. The jeweling. 

Mr. McCarruy. As I recall your earlier testimony, a jewel costs 
about 5 cents? 

Mr. Butova. That is correct. And cap jewels are only 2 cents, 
which is the kind that is being used in upjeweling. , 

Mr. McCarrnuy. With an increase in the production cost of 10 
cents or 20 cents, a 23-jewel watch on the market is worth anywhere 
from $10 to $25 more than a 17-jewel watch? F 

Mr. Burova. That is correct. 

Mr. McCarrny. Although the cost production is only 20 cents more ? 

Mr. Butova. It is not only that. The cost of production here, be- 
cause of the high cost of labor, versus our cost in Switzerland, is so 
much higher that we cannot afford to produce a 17-jewel watch here 
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and compete with the Swiss imports of 17-jewel watches. We would be 
out of business. 

Therefore, the higher range is the only watch we can make in the 
United States. 

Mr. McCarruy. The basic difference in cost production in terms of 
amount is about 20 cents between the 17-jewel watch which sells for 
$49, and the 23-jewel watch which sells for $59 and $85 ? 

Mr. Butova. That is correct, other than the labor cost difference be- 
tween Switzerland and the United States. 

Mr. McCarruy. Assuming that you have an American watch com- 
pany which imports all of its watches. It imports a 17-jewel watch 
as its cheaper watch. Since the tariff has been increased by 50 per- 
cent, can these importers compete importing under the new tariff the 
17-jewel or cheaper watch in the market with a comparable American- 
produced watch ? 

Mr. Butova. I can cite you what the increase of the so-called 50 per- 
cent amounted to. 

Mr. McCarruy. I know what it amounted to. My question is: 
Can they import with the 50-percent increase in tariff and compete 
effectively with watches produced by American watchmakers? 

Mr. Butova. The importers from Switzerland can compete very 
effectively. Asa matter of fact, the American watch manufacturers 
cannot compete with the 17-jewel watch make in Switzerland even with 
the increase of this $1.05 which it amounted to, because there is still 
a $3 differential, approximately, between domestic cost and our Swiss 
cost, plus the duty. 

Mr. McCarrny. Can they also import the 21- and 23-jewel watches 
to fulfill their lines? 

As I understand, they must take a loss, if they import 21- and 23- 
jewel watches. 

Mr. Butova. They don’t have to take a loss on that. 

Mr. McCarruy. Why is it we have been importing so few higher- 
jeweled watches, 5,000, while we have been making a million and a 
half in this country ¢ 

Mr. Butova. They are importing so few because those watches have 
to be sold in a higher category. 

As I explained before, in that classification it would be like saying 
there would be more $5 hats sold than $20 hats. There are fewer 
$150 suits sold than $50 suits of clothes. 

The same thing applies in the watch industry. 

Mr. McCartny. It looks to me on the record as though it has not 
been profitable to import 21- and 23-jewel watches in the United States. 

Mr. Bo tova. It could be. 

Mr. McCarruy. It could be done, but it is not generally done? 

Mr. Butova. They would have to pay the regular rate of duty set 
by Congress. 

Mr. McCartuy Assume they pay the regular duty. I am looking 
at the record before the upjeweling operations had begun. 

In your testimony I think you said that hitherto we had been import- 
ing 5,000—— 

Mr. Butova. I quoted Senator Tydings from the record. 

Mr. McCartuy. And manufactured about 114 million of them in 
this country. 
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Mr. Butova. Yes. 

Mr. McCarrny. That would indicate to me that it has not been 
profitable to import 21- and 23-jewel watches into this country. It 
would seem that because of the tariff in particular, which is still in 
effect, = American watch manufacturer had a definite advantage in 
this are 

Mr. sy ova. That is the only place where they could compete. That 
is the only category of watches that was left where they could com- 
pete under the tariff rates set by Congress, higher jewel watches. 

Mr. McCarruy. And compete effectively / 

Mr. Butova. They could compete effectively in that range. 

Mr. McCarrny. The 5,000 watches imported were specialty 
watches; were they not ? 

Mr. Buvova. As a matter of fact, I might explain this to you in 
order to maintain any production of watches in this country we con- 
centrate on and advertise the higher jeweled watches in order to keep 
that division open. 

I might explain the economics of that problem. You will find that 
most of the American watch manufacturers, based on a formula that 
was worked out so that they could sustain themselves in business, pro- 
duced about 50 percent of their watches in higher jewels and 50 percent 
in 17 jewels because they can sell their entire production in that field 
but from an internal cost standpoint they plussed their 23-jewel 
watches, they plus them $2 and decrease the cost on their 17-jewel 
watches by that $2. 

In that way they are able to balance the production and keep in 
business. 

If this upjeweling continues in another 6 months there won’t be a 
jeweled watch manufactured in the United States. 

Mr. McCarruy. That, I think, describes the situation with regard 
to an American watch manufacturer. 

What I am trying to get at is the situation in the case of the importer 
who cannot take this particular advantage. It seems obvious to me 
that if by an investment of 20 cents or 25 cents in 4 or 5 jewels you can 
increase the retail price of a watch from $10 to $20, that the only 
explanation for the fact that you can do that is the protection you 
have in the tariff on the 21-jewel watches. 

Mr. Butova. That is right. That is a protection which Congress 
has provided. 

Mr. McCarrny. Let us take a man who is simply an importer. 
What happens to him? If he imports 21-jewel watches in order to 
fill out his line, it looks to me as though he is going to take a loss? 

Mr. Butova. No, he doesn’t. 

Mr. McCarrny. In any case, he is going to be relatively in a dis- 
advantageous position as opposed to the domestic manufacturer. 

Mr. Butova. No, he is not. He is in a competitive position. A 
movement abroad that he buys on the other side can cost him about 
$4 in Switzerland, and he pays a $10 duty. That comes to $14. He 
puts a case and a bracelet on it and he still is in a position that that 
watch can be retailed at $59 and up, the same as the domestic line that 
is being manufactured here. 

Mr. McCarry. What does it cost to manufacture the American 
watch, a comparable watch? You say it cost him $15 to buy the 
watch and transport it here. 
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Mr. Butova. That same watch costs here $15 to produce. 

Mr. McCarruy. $15 to produce? 

Mr. Butova. That is right; that same movement. 

Mr. McCartuy. So that the $10.75 apparently puts him in a com- 
petitive position ¢ 

Mr. Buvova. That is right. It gives him an even break, an even 
price. It is the only category of watch that the American industry 

can make and compete. 

Mr. McCarruy. If we have neutralized it on that point, you say 
that he still has some advantage with regard to importing the cheaper 
watches ? 

Mr. Burova. By all means. The American watch industry cannot 
afford to make 17-jewel watches except on the basis that they average 
out their costs by a to their cost on 21-jewel watches. They 
plus them $2 and they decrease the cost on the 17-jewel watch and if 
they operate on a 50-50 production they then can work out an even 
break. 

Mr. McCarruy. Then the importer should be able to do the same 
thing; should he not? 

Mr. Burova. What is that? 

Mr. McCarruy. He should be able to plus out his expensive watch 
by $2% 

“Mr. Butova. Very easily. 

Mr. McCartny. In order to compensate for his loss on the other? 

Mr. Butova. Exactly. 

Mr. McCarrny. In that case it would seem to me the competition 
would be equalized. How do you explain the fact that the importers 
apparently are in difficulty ? 

Mr. Burova. They are not in difficulty. They claim they are in 
difficulty, but they are not. 

Mr. McCarruy. Does not the record show that they are in diffi- 
culty ? 

Mr. Butova. We know the importing business, whether it is Lon- 
gine, Gruen, Benrus, or any of them. 

As a matter of fact, our profits come on our import end. 

Mr. McCarrnuy. Your profits come from your import business? 

Mr. Butova. That is right. If we could not import our watches 
we would be out of business. 

Mr. McCarrny. I thought that you said you were taking a loss on 
the cheaper watches. Did you not say you were taking a loss on your 
cheaper watches? 

Mr. Butova. On our American-made cheaper watches. If we have 
to price them at our Switzerland cost we take a loss on every American- 
made 17-jewel watch. We cannot compete with a Swiss movement of 
17 jewels because of the cost of production here. 

Mr. McCarruy. Then the 50 percent increase that was given here 
last year was not adequate to equalize competition ? 

Mr. Butova. IT might give you this explanation, Congressman Mc- 
Carthy, and that might help’ you in your questioning and what you 
would like to know. 

We imported last year 1,600,000 movements, and we only produced 
400,000 movements in this country. 

Mr. McCartiy. That is 400,000 of the 17-jewel ? 

Mr. Butova. No, sir; 21- and 23-jewel. 
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Mr. McCartuy. How many of the 17-jewel and less do you import? 

Mr. Butova. The whole 1,600,000 was 17 jewel imported from 
Europe. 

Mr. McCarruy. 1,600,000 were imported ? 

Mr. Butova. Yes. 

Mr. McCarruy. How many did you produce at home of the 17- 
jewel ? 

Mr. Butova. 400,000 of over 17 jewels. 

Mr. McCartruy. How many under 17 jewels? 

Mr. Butova. Practically none. 

Mr. McCarruy. What about the other American watch manufac- 
turers? 

Mr. Butova. They have gone to importing as well. 

Mr. McCarruy. You have been making money principally on the 
production in this country of 21-jewel or better watches / 

Mr. Butova. Principally on imports. 

Mr. McCarrtuy. I mean so far as your production, American pro- 
duction, is concerned, your profitable item has been 21 jewels or better ? 

Mr. Butova. That is right. 

Mr. McCarruy. And you have been carrying as a loss item 17 
jewels or less, but you have not been alien any of them? 

Mr. Buxova. That is right. We made last year in our United 
States production 23,000 17- “jewel movements which we marked down 
from our American cost to our Swiss cost in order to sell them. We 
took a loss on them. 

Mr. McCarruy. I would like to get clear as to whether or not the 
50 percent tariff increase would add to the disadvant: age of the seg- 
ment of the watch industry which engages in a solely importing 
operation. 

Mr. Butova. Eighty-three percent of the jeweled watches sold in 
the United States were imported from Switzerland. 

Mr. McCarruy. But some were imported by part of the watch in- 
dustry which has its source of supply only through imports, and some 
were imported by those who do have available an American source, 
particularly of the 21 and 23 jewel watches? 

Mr. Butova. That is correct. 

Mr. McCarruy. Now, what I am trying to get at is whether or not 
the 50-percent increase which was approved “last year has had the 
effect of putting the importer in a seriously disadvantageous position 
relative to those companies in America which do import some of their 
watches, but which at the same time do have access to a source of 
domestic watch manufacturing. 

Mr. Butova. Mr. McCarthy, we have not imported 1 less watch in 
17 jewels because of the increase of duty. It only amounted to $1.05 
on an average for the most popular type that is being sold. 

Mr. McCartruy. Does this 50-percent increase have any effect with 

regard to the imports of foreign-made watches / 

Mr. Butova. None. It has not affected the import at all. 

Mr. McCarruy. No effect on the imports ? 

Mr. Butova. No effect at all. 

Mr. McCarruy. Then it was an ineffective operation, it might just 
as well not have been approved ? 
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Mr. Buvova. Last year when the jewelry business sold off 25 percent, 
so did all watches sell off 25 percent. 

As a matter of fact, this year the imports are up over last year, not- 
withstanding that 50-percent. increase. 

Mr. McCarruy. Did that 50-percent increase give any effective pro- 
tection to the American watch industry? I say potentially it did 
because we raised the tariff. 

Mr. Bunova. It raised the basic comparative cost on the 17 jewel 
movement so they could take lesser loss on the 17 jewels that they 
manufactured here and they made up that loss by adding it to the 
21 jewels that they made here. 

Mr. McCarruy. I understand that. My question is: Did it give 
any protection to the American watch manufacturing industry ? 

Mr. BuLova. We hope so. We understood that the administration, 
if it did not preserve the industry, might take other steps. 

Mr. McCarrny. I know that it was the intention to afford protec- 
tion and I thought it had had that effect, but 1 understood from your 
statement it had no such effect. 

Mr. Burova. I think it might have helped the American watch 
industry, in conjunction with that segment of the market where they 
lad a protective tariff, that is, movements of more than 17 jewels, 
which is the only one where they had an effective tariff, the $10.75 
tariff, except for the fact that that segment of the industry is being 
destroyed by these imports and upjew eling. 

Mr. McCarruy. I understand the upjeweling proposition. I am 
not particularly sympathetic to that. 

Mr. Buvova. Here is an advertisement for 21 jewel watches, im- 
ported; they have been upjeweled and sell at retail for $19.95. 

Mr. McCarruy. I say I am not particularly sympathetic to the up- 
jeweling operation. I am trying to find out whether or not the 50 
percent increase in tariff which was approved last year has forced 
the importers into a rather desperate situation so that they have been 
forced to revert to upjeweling and an evasion of the Jaw in a sense in 
order to keep this business. 

Mr. Burova. That is not the case. We are the best proof of that. 
We have not imported one less watch in our own business. 

Mr. McCarruy. Well, I am not sure since you have taken a loss on 
part of your operation and making an offsetting profit on another 
part. 

Mr. Buxtova. We take a loss on the American-made, not on our for- 
eign-made. Only on the American-made. 

Mr. McCarruy. Thank you very much. 

Mr. Kine. I might serve notice that Mr. McC arthy has been work- 
ing on my time. I yielded and he has propounded some questions I 
intended to put to Mr. Bulova, and he did better than I did. 

But it has left me some time to ask another question for information. 

The CHAmman. You may proceed, Mr. King. 

Mr. Kine. I was rather surprised to learn in the course of the testi- 
mony vesterday the rather insignificant cost of jewels. Just what does 
» jewel do to the movement of a watch from the standpoint of its 
efficiency or its timekeeping / 


Mr. Butova. It reduces friction over that of metal and holds the 
oil 


Mr. Kine. It is a better bearing then? 
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Mr. Briova. Yes: a better bearing. Most of the jewels, I might 
say, and all the jewels we use in our domestic manufacturing, are 
imported from Switzerland. With the outbreak of Korea, the Joint 
Chiefs of Staff decided that we had to set up another jewel- bearing 
manufacturing plant in this country. We at Bulova are operating 
that plant for the Government at a dollar a year producing jewel bear- 
ings in order that we might have in this country a nuc ‘Jeus of jewel- 
bearing manufacturing. 

During World War IT the Swiss jewel bearings for industrial in- 
struments were cut off by the Germans. I was given that program 
by Donald Nelson who was in charge of the War Production Board, 
a program to set up the manufacturing of jewel bearings in thus 
country. 

Mr. Kine. What is the substance / 

Mr. Butova. Synthetic sapphire or, if colored in red, it is called 
a but synthetic sapphire produced by aluminum sais reduced 
by hydrogen gas into a fluid state. It has a very high degree of 
hardness for surface wear and without these jewel bearings aviation 
struments, among other items, won't function. They tr ied all man- 
ners of substitutes to replace sapphire, but there was no substitute. 

Planes were grounded because the instruments and the indicators 
did not operate. 

It might interest you to know that in a bomber there are 4,000 to 
5,000 jewel bearings used. 

In a fighter plane about 1,600 jewel bearings are used in their 
instrumentation. 

After the war in 1945, the jewel production in this country was 
closed up because it does not pay to make jewel bearings in this 
country, there is only a duty of 10 percent on it. On a 5-cent jewel 
you only pay a half cent duty. 

When the war was over these plants that had been financed by the 
Government and had been run on the making of jewel bearings to 
supply to our instrument manufacturers, were ¢ Saat With the out- 
break of Korea the Joint Cinefs of Staff decided that we had to have 
a nucleus of jewel-bearing manufacturing in this country in the event 
anything happened in Europe and the supply from Switzerland would 
be cut off. 

It might interest you to know that that plant is in operation for a 
dollar a year. We run it. 

Mr. Kine. Considering the cost of the jewel, is not there a great 
disparity, in my mind at least, in price between the spate jeweled 
movements as against the higher jeweled movements when one con- 
siders the very low cost of jewels. 

I might put it this way: Most lay people consider that the more 
jewels in the watch, the greater its efficiency, and incidentally, the 
greater its cost. 

Now, then, should there be a great difference in the cost of the 
when the cost of the j jewels is such a minor item / 

Mr. Buova. I might explain that to you. Originally jewel bear- 
ings, and I am going back 25 or 30 years, were made of real ruby or 
real sapphire and the cost has only been reduced because of mechanical 
devices that have been developed that have been able to produce these 
jewels at much lower cost. 

There was a time when they cost a great deal more. 
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It might also interest you to know that the same jewel that you 
make for 5 cents in Europe would cost you 20 to 25 cents to make here 
with American labor, and they do cost that where they are being 
made now. 

But, naturally, no American manufacturer makes his own jewels 
in this country because he could not compete. The tariff was set on 
that basis and has always been maintained on the 10 percent basis so 
that the jewels could be imported at a price that they could be used. 

I iniaiie point out to you further in the art of watch making that 

jewel bearings were originally used in order to get perfection i in a 
‘enaeellons on these hard bearings so that you could | adjust them. Ad- 
justment became an important part of a movement or watch. 

After all, you are interested in a watch that will keep time. It was 
the jeweled bearings that were put in, and I am speaking of 30 years 
ago, that made adjustments possible. It is on jewel bearings that 
adjustments were predicated in the Tariff Act of 1930. 

Usually a 17-jewel movement would have at least 3 adjustments, 
and an average of 5. If you will read the 1930 Tariff Act I might 
point out to you that another loophole in this tariff is the adjustment 
question. Watches are brought in here marked unadjusted that are 
adjusted in fact. That question has been brought up by another 
investigating committee over in the Senate. 

The committee called upon the Treasury Department and wanted 
to know why they were not collecting adjustment duties and felt that 
the Government has been defrauded out of $250 million in the past 
10 years on watches that were brought in here adjusted in fact, but 
marked unadjusted. 

That question is before that committee at the present time. That 
accounts for the so-called gap in the tariff because on movements 
being brought in here today with 17 jewels which have at least 3 to 4 
or 5 adjustments they are being brought in here marked “unadjusted,” 
marked that way, and being passed by the Treasury Department. 

And the $10.75 rate on the watch of more than 17 jewels included 
adjustments and they made at least 6 adjustments. So you see, back 
in 1930 a watch that was brought in with 6 adjustments had to pay 
$6 in adjustment duties, so the duty on a 17-jewel movement with 6 
adjustments was $9.75 or thereabouts. 

Then with the more than 17 jewel bearings, that is when the $10.75 

rate was arrived at, because if you bring in a 21- or 23-jewel move- 
ment you can mark it “10 adjustments,” “8 adjustments,” and that 
tariff stands at $10.75. 

That was just a fixed rate they put on it, and vou could bring in a 
movement fully adjusted. So the $10.75 not only calls for a move- 
ment with 4 more jewels that cost 20 cents, but it calls for 4 more 
jewels and 6 adjustments, and the movements we make in this country 
we mark “6 adjustments” and we adjust them to 6 adjustments. 

We manufacture them that way. 

Mr. Kring. The number of jewels does not necessarily spell accurate 
timekeeping in an instrument. The number of jewels does not neces- 
sarily make a watch a quality timepiece? 

Mr. Butova. It does. It helps. You would not undertake to adjust 
a watch to 6 adjustments unless it had 17 jewels or more in it. 
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Mr. Kine. How do you account for reasonable priced watches 
through the years made in this country keeping good time, very cheap 
watches keeping good time? 

Mr. Butova. In this country ! 

Mr. Kina. In this country. 

Mr. Butova. Are you talking about a dollar watch ? 

Mr. Kine. Yes, years ago. 

Mr. Butova. Well, a dollar watch years ago might be a $5 watch 
today. When it comes to reasonable time do you want a watch to 
run 30 days and keep time within seconds? That is the difference 
in a jeweled timepiece. A $5 watch won’t do that. 

Mr. Kine. People still believe, of course, that the value of the 
watch is increased immeasurably because precious jewels were used, 
but they are not used any more? 

Mr. Bunova. Synthetic jewels have the same properties as the gen- 
uine ones. They have the same hardness. If anything, they are 
better, because they have no imperfections. 

Mr. Kine. A fellow who has a watch in recent years that had 23 
or 24 jewels would not find it worth his while then to expect a pawn- 
broker to give him value for the jewels that happen to be in the watch 
because he was under the misapprehension that genuine jewels had 
been used ? 

Mr. Buvova. In the true sense of watchmaking if you make a 23- 
jewel movement it should not be an upjeweled movement and it 
should be truly a watch that has been regulated, adjusted for all 
positions, and adjusted for heat and cold. The only one that is being 
cheated on that is the public. 

Mr. Kine. I am old fashioned and had come up with the idea that 
the more jewels, the better the watch. It is the second time I have 
been disillusioned this week. 

We had a witness in the liquor hearings the other day who told us 
after a pomt, further aging was all bunk, this 14- and 17-year-old 
whisky. The public has been foolish to pay a premium price at all 
hecause the 4- and 5-year-old stuff is just as good. So I have been 
brought into line on 2 important subjects in just 1 week. 

Mr. Butova. I would say this: You take a watch like this, with 2 
jewels, that has been upjeweled, that sells for $19.95, you won’t find 
these very accurate timepieces because they have been butchered up 
and inserted with jewels that don’t mean much, or anything, in it. 
They were not created for that. 

As a matter of fact, adjustments ought to be tied to jeweling so 
that the consumer really isn’t fooled. I don’t know how we can 
overcome that. I know that we have laws where we can’t sell brass for 
gold, but we don’t have laws where we can't sell 21-jewel watches 
that don’t keep time. Maybe we need those laws to keep the industry 
honest. 

Mr. Kine. That takes me back to my first question of you. The 
number of jewels and the fact that it is jeweled at all does not neces- 
sarily mean to the purchaser that he is getting an accurate time- 
piece. 

Mr. Burova. If you buy a good make of watch that has been jeweled 
and properly adjusted, you are buying a good timepiece and getting 
your money’s worth. 

The CuHatrman. Mr. Kean of New Jersey will inquire. 
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Mr. Kean. I want toclear the record. The gentleman from Minne- 
sota, Mr. McCarthy, it seems to me, in his questioning was saying 
that the tariff on the watch with over 17 jewels has been increased 
50 percent. The tariff was not increased as I understand it. 

Mr. Buxova. There was no increase on the higher jeweled watches. 

Mr. McCarrtuy. I understood that it was only under 17. 

Mr. Kean. As I gather, the gentleman also kept talking about the 
cost of 20 cents for putting jewels in and so forth. 

Naturally I do not want to draw out any trade secrets, but when 
you take the labor, that 20-cent figure is very small, is it not? 

Mr. Buiova, That is true. 

Mr. McCartuy. The labor is about a dollar? 

Mr. Buxova. If it is an honest 21-jewel movement, it goes through 
other processes and has to have a certain timing and a rating for cer- 
tain adjustments which are necessary to give it a good time rating. 

Mr. Kean. I was very much interested in this conversation. I 
happen to have two watches. One is my grandfather’s that was 
bought in Switzerland in 1870 or thereabouts and I know it is 21 
jewels. I just picked up and opened the watch I got on my 21st birth- 
day, which is a Waltham and the one I use all the time, and it has 
kent beautiful time over many years. I notice it is only 17. 

Mr. Butova. That is right. 

Mr. Kran. This must have been a fairly expensive watch, I think, 
because it is gold and I think for my birthday my father would have 
given me something that was good. 

In other words, as Mr. King was saying, is there really much 
difference ? 

Mr. Butova. A 17-jewel watch is a perfectly good watch and can 
be timed and regulated for any observatory regulation or test. You 
have as fine a watch as you can possibly have. 

Before the market was taken away by the Swiss because of their 
low cost of labor, the American watch companies were able to manu- 
facture 17-jewel watches and that is what they made, but under stress, 
as they were pushed out of that market and they could not make them 
and compete, they went to Europe and commenced to import the 17- 

jewel watches and in order to maintain their organizations, they were 
forced to put stress on manufacturing 21-jewel watches on which 
Congress had provided further protection. 

In other words, if it cost $15 to make a movement here and it cost 
maybe $14 to make it 17 jewels, you might as well make it in 21-jewels 
and at least put it in the higher sales category of higher selling price 
where you might be able to ‘get out your cost. They are unable to get 
out their cost for 17 jewels. 

Mr. Kean. They created a demand, therefore ? 

Mr. Buvova. That is right: they are stressing it. 

Mr: Kean. Like the experience we had just a couple of days ago in 
the hearings about the difference between 8-vear whisky and 10-year 
whisky, that there is not such an awful lot of difference. 

In fact, whisky people say the 8 year whisky is just as good as the 
12 vear. 

Mr. Burova. T will tell you that the 17-jewel watch is just as good 
as the 21-jewel watch. That is all you have to sell. Unless you can 
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sell some plus you could close up your American watch industry; you 
would not have any. 

That is what the American watch industry is up against, and that 
is what I want to bring to your attention. The importers never im- 
ported over 5,000 21- jeweled watches per annum, so the Swiss decided 
in 1954 that they are going to go into that, they want to destroy that 
end of it. 

Now, the American watch industry cannot compete with an upjew- 
eled watch. If you permit the Swiss to come in here and upjewel 
and in that way circumvent the tariff, you are destroying the only 
category of watches that is left for the American watch industry, 
the only category that might maintain the American industry; other- 
wise you won't have an American watch industry. 

And I want to stress another point. As far as my company is con- 
cerned, and I am only down here as an American, our stockholders 
could not lose anything if we shut up our plant here in the United 
States. We are keeping it open as a patriotic duty, a responsibility 
that I feel that I have for my country. 

Mr. Kran. You could not keep it open if these Swiss people went 
out and used these devious devices to circumvent the tariff? 

Mr. Butova. That is right. We have to use the same devices and 
use the same upjeweling to stay competitive. 

Mr. Kean. It seems to me that while the question we have been 
talking about is very interesting, it is not really on the point. The 
real point is that we have a tar iff: should people be allowed to cireum- 
vent the tariff? 

Mr. Buvova. That is correct. The background I want to give you 
is the reason for trying to maintain it because otherwise you will 
have no American watch industry. I just feel it my duty to come 
<lown here and present my story as an American. 

The CuHairmMan. Are there any further questions ? 

Mr. Eberharter of Pennsylvania will inquire. 

Mr. Esernarter. Mr. Bulova, from your testimony I gather that 
the action of the President in raising the tariff rates last year or year 
before, did not decrease the imports of Swiss watches ? 

Mr. Buvova. It did not. It proportionately did not. 

With the trend of the jewelry satiety the market overstocked and 
sold. Many people imported big stocks of watches before the tariff 
increase. 

So they were overstocked on that basis. 

Mr. Esernarter. I think we will agree on that. 

So there was really no reason to give to Switzerland concessions 
directly affecting many American industries. 

Mr. Butova. None whatever. 

Mr. Esper Arter. So that those so-called compensatory concessions 
were given to Switzerland for no value whatsoever to this country? 

Mr. Butova. Not in my opinion. 

Mr. EserHarter. You were not in on those negotiations? 

Mr. Buvova. No. 

Mr. EserHarter. You know nothing about them? There are com- 
pensations that affected American industry which are given on account 
of this rise in the watch tariffs; is that right? 

Mr. Butova. The State Department never asked us anything 
about it. 
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The CHAIRMAN. We will have to suspend at this point, gentlemen. 

The committee will recess until 1: 30 this afternoon. 

Please be back at that time. 

(Thereupon, at 11:45 a. m., the committee was recessed, to recon- 
vene at 1:30 p. m., same day.) 


AFTERNOON SESSION 


The Cuairman. The committee will be in order. 

Mr. Eberharter of Pennsylvania will resume his inquiry. 

Mr. Esernarter. Mr. Bulova, I believe your company sells more 
watches of high-jewel content in the United States than any other 
domestic watch company. 

Mr. Buvova. Pacbabie: 

Mr. Esernarter. It does; does it not? 

Mr. Butova. We think so. 

Mr. Exeruarter. I believe your company sells more watches having 
a content of 17 or more jewels than any other company in the United 
States. 

Mr. Butova. Lhope so. 

Mr. Exsernarter. Quite likely, that is true, is it not? 

Mr. Butova. I couldn’t say that; because we have no record of 
others’ sales. But let’s assume that it is so. 

Mr. Exsernarrer. If this legislation, Mr. Bulova, is not passed, it 
would increase the competition in your sales; would it not? 

Mr. Butova. No, it wouldn’t. We would have to upjewel the same 
asthe restofthem. Weare able to compete with any upjeweling, if we 
aon to go into that practice. We would be at no disadvantage at 
all. 

Mr. Expernartrer. The consumers in the United States, then, would 
get the benefit of this upjeweling, this lowered price for a better quality 
watch. 

Mr. Butova. Nota better quality. They would probably get better 
prices and poorer quality. 

Mr. Eseruarter. Does not upjeweling benefit a watch ? 

Mr. Butova. No, it doesn’t. As a matter of fact, if it isn’t manu- 
factured in the watch, it makes a poorer watch. 

Mr. Eseruartrer. Then if the watch is upjeweled, it does not help it 
at all, does it? 

Mr. Burova. No, it doesn’t; except to sell it. It is the consumer 
that is fooled on that. 

Mr. Exseruarrer. Thank you very much. 

The Cuatrman. Mr. Byrnes of Wisconsin will inquire. 

Mr. Byrnes. You mentioned in your testimony, Mr. Bulova, some- 
thing about a Swiss change in practice last year, I think it was. Last 
September? September of 1954? 

Mr. Bunova. Yes. 

Mr. Byrnes. Did they previously restrict their manufacturing so as 
to prohibit upjeweling ? 

Mr. Bunova. Yes, they did. 

Mr. Byrnes. That was an understanding within the Swiss jewelry 
business itself? 

Mr. Butova. Correct. It was a regulation. You could be fined 
if you did upjewel. If you imported a Swiss watch and upjeweled it, 
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you would be subject to a fine by the Watch Trust, or the association 
in Switzerland. 

Mr. Byrnes. I would like you to, if you could, just briefly, explain. 
You mean they controlled our importers and our manufacturers here 
and our assemblers here ? 

Mr. Butova. Yes, they did, and they still do. The assemblers here 
and the importers here operate under their regulation, the government 

regulation, the Swiss regulation. 

Mr. Byrnes. And up until last year they had a prohibition against 
upjeweling ? 

Mr. Bunova. They did. 

Mr. Byrnes. Which therefore meant that you did not have the 
practice in this country. 

Mr. Butova. No. It didn’t exist in this country, except in viola- 
tion of their conventions, which was very little. And they fined the 
organization for doing it. 

Mr. Byrnes. But then last September they gave the green light? 

Mr. Botova. That is it. 

Mr. Byrnes. And it is that action, really, in a sense, that has pre- 
cipitated this problem. 

Mr. Butova. That is correct. It has precipitated the problem in 
the fact that the upjeweling, if permitted, would destroy the last seg- 
ment of the type of watches that could be manufactured here in compe- 
tition with Swiss imports. It was only that category that had the 
$10.75 protection that you could manufacture with the high cost of 
American labor. 

Mr. Byrnes. But up until September, the Swiss trust was to some 
extent protecting the enforcement of the tariff provisions. And now, 
by the change of policy, they have commenced a policy on their part 
that is making for the higher duty. 

Mr. Butova. That is correct. 

Mr. Byrnes. That is all, Mr. Chairman. 

The Cuairman. Mr. Forand, of Rhode Island, will inquire. 

Mr. Foranp. I notice all through your statement you condemned 
the practice of upjeweling, which you say has just begun. On page 1 of 
your statement in the fourth paragri aph, third line, you refer to it as 
a trick to circumvent the duty. Then you refer to it on page 4 in the 
third paragraph as cheating and evasion of the duty rates. Then on 
page 7 you speak of the circumvention and evasion of the custom laws. 
In the second paragraph on that page, you refer to the dubious ethics 
oi that handful of importers. 

Now, did your company ever upjewel watches ? 

Mr. Butova. No. 

Mr. Foranp. You are sure of that? How about the 1933 suit which 
your company brought in a test case in the Customs Court, which clear- 
ly established the legal right of watch importers to conduct an up- 
jeweling operation ? 

Mr. Buxova. That was not upjeweling. That was the bouchon case. 
Those were brass bouchons that were used as bearings. We did not 
take these bouchons and take them out and put in jew els. We brought 
them in as practical pieces for manufacture. And the court so held, 
that it was not a substitute. And we never substituted jewels for it. 
We were not in that practice. 
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Mr. Foranp. Has that not been understood throughout the indus- 
try, that that was a part of the so-called upjeweling business ‘ 

Mr. Burova. No, it has not been. 

Mr. Foranp. I will let the record stand. That is all, Mr. Chairman. 

The CHarrman. Let me ask one question for information, please, sir. 

You say that the Swiss association, or whatever organization they 
have in Switzerland, controls the practice of importers in this country. 

Mr. Butova. They do. 

The Cuairman. How do they control that? 

Mr. Buvova. Why, for ex: umple, we have, with the Swiss watch in- 
dustry, what we call a gentleman’s agreement, which the Department 
of Justice has taken exception to, because it affects our practices here 
in this country in regard to the number of watches we shall make here 
and the number of watches in proportion that we will make in Switzer- 
land. Also, they lay down the rules and regulations. For example, 
our very billing, which is a hypothetical billing, because it is the same 
company, the Bulova Watch Co., of New York, that manufactures in 
Switzerland. It is prescribed to us what the goods shall be billed at, 
what they call a fixed price. And our billing is done on the same 
basis, subject to the rules and regulations of the Swiss watch cartel, 
which runs it. 

And the same thing was true of upjeweling. The same thing is true 
of marking watches “adjusted. * You cannot bring in here watches 
and mark them “adjusted.” They are brought in here marked unad- 
justed. If you wanted to mark them “adjusted” you could not get a 
shipping certificate to bring them out of Switzerland. 

So they have perfect control of their entire industry. It is a trust 
with any number of assemblers, a trust that makes all the component 
parts, and as to which any number of assemblers are subject to the 
rules and regulations of that trust. 

The CHatrman. In effect, then, they control it through their organi- 
zation by not shipping to some importer in this country who violates 
those rules? 

Mr. Butova. That is correct. They could. As a matter of fact, 
every shipment that is made, you have to have a Swiss Chamber of 
Commerce certificate to ship it; otherwise you could not make a ship- 
ment. If you do not get a certificate, you do not ship. 

The CHammMan. All right. Thank you, sir. 

We thank you again for your appearance and the information given 
the committee. 

Mr. Bunova. Mr. Chairman, there is one thing that I would like 
to speak of, because I feel I did not explain it well when I was asked 
the question, as to what effect the increase in the tariff by the President 
had on the American watch industry, and I feel that my associate here, 
Mr. Stanley Simon, who is also a director and vice president of our 
company, can explain what happened in the process that caused this 
difficulty. 1 would like to have him give that briefly because he has 
the economies of it better than I. 


The Cuamman. Without objection, he may identify himself and 
proceed. 
Mr. Stuon. My name is Stanley Simon. I am vice nae of the 


Bulova Watch Co., with headquarters at Bulova Park, Flushing, Long 
Island. 


S- 
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In connection with the question of the effect of the President's in- 
crease in tariff by approximately a dollar on the average, just a year 
ago yesterday, I think it is important to understand that that increase 
in tariff of only $1 was predicated on the question of the high jewel 
tariff and its effect on production in the United States. 

As Mr. Bulova pointed out, it is not possible to produce 17-jewel 
watches in the United States in competition with the Swiss. Actu- 
ally, before the increase in the tariff, there was a differential, which 
has been submitted to the Tariff Commission, and so forth, of over 
s4.40, bet ween the price of manufacturing a watch in Switzerland, pay- 
ing the duty, and landing it here, as against manufacturing a watch 

from scratch in the United States; and the staff at the White House 
also raised the same point of how could we hope to manufacture more 
watches and keep more people employed on these skills if the only 
power the President had at the time was to increase the duty on 
watches on the average of $1. 

And at that time we were able to show that if we had the $1 in- 
crease—it came actually to $1.05—it would bring the $4.40 differential 
down to $3.53: and then, based on our experience of the proportion 
of 21-jewel watches which were protected with a $10.75 duty that an 
American manufacturer could hope to sell, you could hope to increase 
your production; and, as Mr. Bulova said, you could balance off the 
relative loss, on the one hand, in 17-jewel watches with the profit on 
the 21-jewel watches. 

Asa matter of fact, we were asked to make a commitment that if this 
increase in the tariff took place, the American manufacturers would 
do their best to bring up their production, which had been declared 
by these various agencies as below the level needed for the purposes 
of the defense of this country. We made such a pledge and we went 
ahead on that basis Just a yeur ago today. 

On September 9, 1954, as has been brought out, the Swiss came out 
with this change in their own rules on upjeweling. We immediately 
reported to the White House that it would be impossible for us to 
fulfill our commitment of increasing our production in this country 
if that Swiss change of practice was allowed to stand, and its effect 
would be the importation of great quantities of watches for upjewel- 
ing into this country. 

The administration took cognizance of that by the Treasury put- 
ting through a ruling. It seems to me it was actually effective in 
March. It took until March to put out a temporary ruling and have it 

opened to briefs and so on from both sides. And they finally came 
down in the middle of March and said O. K., that particular type 
of upjeweling that was then threatening would be stopped. Just 
about that time, the Swiss came along with four new w: ays of upjewel- 
ing: so that that has been the burden of the hearings of the last few 
days and of what Mr. Rose had to say. 

In view of that fact, it was not possible for the American manufac- 
turers to proceed to increase their production substantially in the 
United States, and they had to continue their importing as before, 
because it would be suicide financially—you know, watches take from 
9 to 10 months to produce—to start produci ing watches here in the 
21-jewel category to be sold at high prices, with the overhanging 
threat of watches coming in to be upjeweled into the same category 
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and sold at low prices. And that has been the negating factor in this 
whole matter. The threat of the upjeweling of watches coming into 
this country has served to negate in great measure the improvement 
that would have taken place had the President’s increase been allowed 
to stand and function as it was supposed to. 

The Cuamman. All right. We thank you gentlemen for your ap- 
pearance and the information given the committee. 

Mr. Butova. Thank you. 


(The following material was later submitted by Mr. Bulova:) 


BuLova Watcu Co., INC., 
Flushing, N. Y., July 29, 1955. 
Hon. JERE Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: At the outset of the hearings on H. R. 7466 and H. R. 
7467 earlier this week, you stated that any of the witnesses might file supple- 
mental statements with the committee, for incorporation in the record of the 
hearings, at any time on or before July 30, 1955. Accordingly, I am filing this 
statement with you, and I would greatly appreciate its being added to the 
record of the hearings. 

I want, in particular, to set the record straight in connection with some of 
the testimony of former Senator Tydings. Senator Tydings cited, and quoted 
extensively from, a Defense Department staff study which was compiled in late 
1953 and early 1954, and which was subsequently disavowed and disowned by 
Secretary of Defense Wilson. Senator Tydings failed to call to the attention 
of your committee the very clear statements which not only the Secretary of 
Defense but also a number of Members of the Senate have recently made on 
this subject, to the effect that the outdated material which Senator Tydings was 
relying on, and the Senator’s interpretation of that material, have no basis in 
fact whatsoever. Under these circumstances, I felt that I should submit this 
supplemental statement in order that the record of the hearings before your 
committee might reflect the true state of facts in this regard. 

With respect to the 1953-54 Defense Department staff study and the interpre- 
tation placed thereon before your committee by Senator Tydings, Secretary 
of Defense Wilson has said: 

“The conclusions of the Department of Defense report of April 26, 1954, on 
the essentiality of the jeweled-watch industry are apparently misunderstood and 
perhaps not clearly stated. In the course of the study it became apparent that 
the entire horological industry (the nonjeweled watch and clock producers as well 
as the jeweled-watch manufacturers) was essential to the mobilization base. In 
order to express this conclusion forcefully, it now appears that the emphasis 
placed on not recommending ‘special or preferential treatment’ to any one com- 
pany of or segment of the horological industry, has been interpreted as not recog- 
nizing the essentiality of the jeweled-watch industry. I regret this inference 
and trust that this clarifies any misunderstanding.” 

In the same letter from which the foregoing quotation is taken—a letter 
written to nine members of the Senate under date of April 27, 1955—Secretary 
of Defense Wilson again reiterated the belief of the Departeseut of Defense in 
the essentiality of the jeweled-watch industry. In this letter, Secretary of 
Defense Wilson went on to state: 

“The Department of Defense does not expect jeweled watches to be the jeweled- 
watch industry’s only basis of essentiality. It expects the jeweled-watch indus- 
try, togther with the balance of the horological industry and other capable 
manufacturers, to the degree that they are able, to continue to design and pro- 
duce very complex timing mechanisms, control devices, gyroscopes, and similar 
items which must be miniaturized and ruggedized if they are to be used in 
modern military equipment.” 

In order that the full picture in this regard may be in the record of your hear- 
ings, I am attaching hereto the full text of Secretary of Defense Wilson’s letter 
of April 27, 1955, together with the full text of the letter from Senator Salton- 
stall (Senator Tydings’ successor as chairman of the Senate Armed Services 


Committee) and eight other Senators, to which Secretary of Defense Wilson’s 
letter Was a reply. 
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At one point in his testimony, former Senator Tydings spoke of an “outrage 
perpetrated on this committee” by the domestic-watch industry in its testimony 
supporting the administration’s request for legislation to prohibit upjeweling. 
It is respectfully submitted that the real “outrage,” to use the Senator’s term, is 
the testimony of Senator Tydings, which sought to mislead your committee on 
the basic issue of defense essentiality, through failure to call to the attention of 
your committee the outdated, outworn, unauthoritative, and superseded nature of 
the 1953-54 Defense Department staff study from which the former Senator 
quoted so extensively. 

Another matter which I wish to discuss in this supplemental statement is 
the Bulova case, which was referred to in the course of the hearings yesterday. 
In answer to a question addressed to me by Representative Forand, of Rhode 
Island, I correctly summarized the true nature of this case. Since I think it 
may be of interest to your committee to have the full text of the court’s opinion 
in the Bulova case incorporated in the record of your hearings, I am attaching 
hereto a copy of the court’s opinion. As you will note, and as I testified yester- 
day, the Bulova case had nothing whatsoever to do with upjeweling—in spite of 
the unsupported statements to the contrary by one of the witnesses before your 
committee. The Bulova case, as I testified before your committee, was a case 
involving the importation of watch movements containing 7 jewels and S bou 
chons, or bushings. The question before the court was whether such watches 
were dutiable as 7-jewel watches, or as 15-jewel watches on the basis that the 
bouchons might be said to be substitutes for jewels. The court held that the 
watches were properly dutiable as 7-jewel watches, since the bouchons were 
not, in a proper sense of the word, substitutes for jewels. You can review the 
court’s opinion from beginning to end, and you can review also the briefs filed 
in this matter by all parties concerned, without finding any reference whatever to 
the subject of upjeweling. Any statement or implication to the contrary at 
your hearings yesterday was incorrect since, as I have already noted above, the 
true state of affairs was as described by me in my answer to Representative 
Forand’s question. 

In this same connection, I believe you will be interested in the fact that in 
the briefs which they submitted to the Treasury Department during the spring 
of 1955, the importers made the same sort of misstatements with respect to the 
Bulova case that they made in the course of the hearings before your committee 
yesterday. The Treasury Department took official cognizance of these misstate- 
ments by the importers concerning the nature of the Bulova case, and in the 
Treasury’s official decision of March 16, 1955—prohibiting upjeweling to the 
maximum extent the Treasury felt that it had the power to do so—the Treasury 
made it clear that its 1955 decision did not reverse, alter, or deal with in any 
way, “the question decided in the case of the Bulova Watch Co. v. United States 
(21 C. C. P. A. 156, T. D. 46494), whether ‘bouchons’ or ‘bushings’ in so-called 
conventional watch movements of the kind involved in that case are substitutes 
for jewels.” 

Still another matter that I would like to cover in this supplemental statement 
is the matter of fines imposed by the Swiss on importers, for violation of the 
former Swiss ban on upjeweling. In answer to a question which was addressed 
to me by Congressman Byrnes of Wisconsin, I said: 

“It [upjeweling] didn’t exist in this country [before the repeal of the ban by 
the Swiss in September 1954] except in violation of their [Swiss] conventions, 
which was very little. And they fined the organization for doing it.” 

In order to complete the record of your hearings, I am attaching hereto a 
photostatie copy of a Swiss publication relating to the fining, in 1948, of one 
of the American importing companies, this being the fine to which I had refer- 
ence in the course of my testimony yesterday. 

There was also mention in your hearings of the possibility of a restudy of 
the whole picture of the watch tariff. We would certainly have no objection to 
such a complete restudy. Indeed, we think that such a restudy would be 
extremely helpful. Such a restudy might well conclude that a quota system— 
assigning. perhaps, 65 percent of the United States market for jeweled watches 
to the Swiss, and 35 percent to American producers—might be a much simpler 
and more effective system than the system we presently have. Or, perhaps, 
such a restudy might conclude that the duty on adjustments should be incor- 
porated directly into the duty based on jewel count, so that a 17-jewel watch 
would pay a composite duty made up of the present 17-jewel rate and the present 
rate for the average of 5 adjustments per movement that 17-jewel movements 
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normally contain. Such a restudy might take a considerable period of time, 
of course, and the possibility of such a future development should not be per- 
mitted to delay action, either by your committee or by the Congress, on the vital 
legislation which has been requested by the executive branch in order to stamp 
out the vicious practice of upjeweling. 

The matter of the duty on adjustments, to which I have referred above and 
which was also the subject of some discussion in the course of your hearings, 
is not directly involved in the legislation that you are considering, but it would 
certainly be involved in any restudy of this entire subject. As a simplified 
statement of what this entire matter of adjustments is all about, I submit the 
following: 

The 1930 Tariff Act imposed a duty of approximately $3.75 on each unadjusted 
17-jewel watch, plus a duty of $1 on each adjustment. Since, on the average, 
a 17-jewel watch has 5 adjustments, this means that Congress enacted, in 1930, 
a duty of $8.75 on each adjusted 17-jewel watch. At the same time, Congress 
reenacted the rate of $10.75 on each adjusted watch of more than 17 jewels. 
The exact language used by Congress, with respect to watches of more than 17 
jewels, was that such watches should “be subject to a duty of $10.75 each * * * 
whether adjusted or unadjusted.” 

As a matter of actual practice, all watches of more than 17 jewels are, in 
fact, adjusted, and since there is no separate adjustment duty on such watches, 
all watches on which the $10.75 duty is paid are marked “adjusted” in accord- 
ance with the congressional requirement that this fact be “conspicuously and 
indelibly * * * engraved” or otherwise marked on the watch. 

The Treasury Department has never collected the great bulk of the adjust- 
ment duties that Congress, in 1930, presumably thought it was imposing on 
watches of 17 jewels and less. Assistant Secretary Rose has recently testified 
to this effect before the Senate investigating subcommittee, and has acknowledged 
that total Treasury collections under this heading during 1954 totaled $43,000, 
as against a total of 25 to 30 million dollars that would have been collected if 
the adjustment duties I have just been describing had, in fact, been collected. 
This is, as I have noted, a separate subject, and in view of some of the legislative 
history of the 1930 Tariff Act, there may well be, from a legal standpoint, some 
basis for the Treasury Department’s belief that there is room for honest dif- 
ferences of opinion as to whether or not it is permissible to put an “unadjusted” 
mark on a watch of less than 17 jewels, even though such watch is adjusted in 
fact, and thereby obviate the necessity of paying the adjustment duty. In any 
event, the Treasury has ruled that this is a permissible practice, and while it is 
my personal opinion that the adjustment duty should be collected, and while it 
is also my personal opinion that Congress thought it was levying an effective 
adjustment duty in 1930, nevertheless I set this matter out at this time only 
in the interest of keeping the record straight before your committee, and in the 
interest also of explaining the reasons behind what may appear to be, on 
superficial examination, a rather large gap between the present effective rate 
of duty on watches of more than 17 jewels, and the present ineffective rate of 
duty on watches of less than 17 jewels. 

One other matter that I would like to cover in this supplemental statement 
is the following: Your committee heard a great deal of testimony concerning 
what one of the witnesses for the importers described as the rule “that a mann- 
facturer or importer may fashion his merchandise to make it dutiable at the 
lowest rate.” There is no question that this is an accurate statement of the 
general rule in customs law. However, there can also be no question that 
there is a long-recognized exception to this general rule, expressly set out by 
the Supreme Court in a unanimous decision, to the effect that an importer 
does not have this privilege where Congress has taken express cognizance of a 
tariff-evasion situation such as is the case here. The decision to which I 
refer is Patton v. United States (159 U. 8.500). In that decision, the court was 
asked to follow the general principle enunciated in Werritt v. Welsh (104 U. 8. 
694), the leading case cited and relied on by the witnesses for the importers 
as an expression of the general rule referred to above, but the Supreme Court 
unanimously refused to do so since in the Patton case, as distin«uished from 
Merritt v. Welsh and other cases following the general rule, Congress had 
enacted legislation specifically designed to cepe with possible tariff evasions. 
In this connection, the Court said: 

“In those cases, however, there was no such [statutory] provision applicable 
to sugars [ Merritt v. Welsh] or to woolen cloths [Seeberger v. Tarirell (139 U.S. 


608) ] as exists in this case, providing that where woo! unmanufactured shall be 
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changed in its character or condition for the purpose of evading duty a double 
duty shall be imposed. The object of this legislation seems to have been to make 
that unlawful with respect to raw wools which had been held to be legitimate 
with respect to other articles” (159 U. S. 400, 508). 

The ruling of the Supreme Court in the Patton case is thus directly applicable 
to the upjeweling situation. Here, as evidenced both by the “substitutes for 
jewels” language of the Tariff Act of 1930, and by the very explicit purpose of 
the Congress to outlaw tariff evasions in the watch field—as set out in the report 
of the Ways and Means Committee en the 1930 Tariff Act, which IT quoted in the 
course of my testimony yesterday—Congress has enacted legislation designed to 
prevent tariff evasion, and therefore legislation which falls directly within the 
ruling of the Court in the Patton case. 

There is one final matter that I would like to touch upon very briefly, before 
closing this supplemental statement. Former Senator Tydings, in discussing 
the defense essentiality of our industry, mentioned that he had served at one 
time as chairman of the Senate Armed Services Committee. Since this reference 
to the Senate Armed Services Committee was made before your committee in 
this manner, I am attaching hereto, for incorporation in the record of your hear- 
ings, the unanimous report of the Preparedness Subcommittee of the Senate 
Armed Services Committee, which—contrary to the position taken by former Sen- 
ator Tydings in his present role as counsel for the importers—reached the unani 
mous and bipartisan conclusion, on July 23, 1954, that the watch industry is essen 
tial to our national defense. I am a'so attaching a copy of a letter from Senator 
Saltonstall transmitting to President Eisenhower this unanimous and bipartisan 
report, tegether with the press release issued by the cemmittee at the time that 
it released the report. The press release opens with this highly significant sen 
tence: “Senator Leverett Saltonstall today announced that the findings of the 
Armed Services Prenaredness Subcommittee No. 6, headed by Senator James Duff. 
revealed that the American watch and clock industry was vitally essential to the 
national defense.” 

e * * * * + > 

In closing, please permit me to repeat the thanks which I expressed vesterday 
to you and the members of your committee for permitting me to testify on this 
matter, and permit me to thank you also for the thorough manner in which your 
committee has gone into this important subject. 

Sincerely, 
ArDE BULOVA. 


NEWS RELEASE, DEPARTMENT OF DEFENSE, OFFICE OF PUBLIC INFORMATION, 
WASHINGTON 25, D. C., APRIL 28, 1955 


The Department of Defense today released the attached exchange of corre- 
spondence between nine Senators and Secretary of Defense Wilson concerning 
the essentiality of the jeweled watch industry. Mr. Wilson’s letter is in reply 
to a letter signed by Senators Leverett Saltonstall, Everett M. Dirksen, Edward 
Martin, Milton R. Young, Carl T. Curtis, Styles Bridges, William Langer, W. A 
Purtell, and Roman L. Hruska. 

It is hoped that this clarifies the position of the Department of Defense in this 
matter, 


UNITED STATES SENATE, 
Washington, D. C., March 30, 1955. 
Hon, CHARLES E. WILSON, 
Secretary of Defense, 
Department of Defense, 
Washington, D. C. 

Drar Mr. SECRETARY: A transcript of your press conference of last week in- 
dicates that an inquiry was made concerning the declassification of a report 
which purperts to show that the jeweled-watch industry is not essential to the 
national defense and that in your reply you did not attach much importance to 
the report. 

We are certain that since that time you have noticed the vitriolic attacks by 
newspapers and others on the President for his watch decision, most of which 
iabel the decision as one of political expediency. Inasmuch as both you and 
Assistant Secretary Pike have appeared before congressional committees to 
testify that the jeweled-watch industry is essential to our security, the release 
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of this limited report, which has never been officially discredited, has resulted 
in great confusion. 

We understand that at the same time the report was published, your De- 
partment issued a release covering part of Mr. Pike’s testimony to the Senate 
committee, but the press release stated that this report “supplemented” Mr. 
Pike’s testimony so that the report seemed to be a later or more important ex- 
pression of the Department of Defense’s view. 

The fact is, Mr. Secretary, that the report cannot be reconciled with Mr. Pike’s 
testimony. The release should have stated that it was superseded by Mr. 
Pike’s views, which indeed was the case. The continued effort of the authors 
of the report to preserve an appearance of validity for it cannot result in any- 
thing except prolonged confusion in the press and embarrassment to the people 
who have supported the decision. 

The declassified report does not appear to take into account many of the 
facets of the problem. Some of the omissions which were brought out in testi- 
mony before the Senate Armed Services Subcommittee are: (1) It does not 
mention at all the jewel bearing problem and the importance of the jeweled- 
watch industry in that field, notwithstanding that the WPB report on the jewel 
bearing problem in World War II says, in so many words, that the jeweled-watch 
industry ‘“‘saved the day” with respect to crises in the supply of jewel bearings 
for both instruments and timepieces; (2) it does not mention the role of the 
jeweled-watch industry in research and development, which has been a critical 
one; (3) in some of the material still classified, the figures reveal that proper 
consideration was not given to the research and development—and in some 
cases actual production—of electro-mechanical fuses, magnetic-influence fuses, 
miniturization of fuses for rockets, timers for unattended arctic weather sta- 
tions, certain essential components for all types of guided missiles, new types 
of mines and torpedoes, and special timing devises for gyroscopes in guided 
missile systems. (The report inexplicably omitted entirely any mention of 
the important role of the industry in the guided missile program, notwithstand- 
ing the fact that General Bradley and others clearly informed the authors of 
the report that an essential mechanism for one of the prominent missiles was 
made only by a jeweled-watch company and that no suppliers outside the indus- 
try could make it because it contained a jeweled-watch movement. (4) It 
comes up with the conclusion that the Defense Department will need only 244,845 
jeweled watches in the event of another war, notwithstanding that requirements 
were over 6 million in World War II, over 5 million in direct procurement and 
the balance by requisition of imports. 

If these are not the facts, we would like to know. But if they are, we believe 
it would be a service to the country and to the people who fought to preserve 


an essential industry if you would issue a prompt statement clarifying the 
situation. 


Sincerely yours, 


Styles Bridges, William Langer, W. A. Pifrtell, Roman L. Hruska, 


Leverett Saltonstall, Everett M. Dirksen, Edward Martin, Milton 
R. Young, Carl T. Curtis. 





Aprit 27, 1955. 

GENTLEMEN: I am sending the original of my reply to your letter of March 
380, 1955, to Senator Saltonstall simply because of his continued and early interest 
in the subject of the essentiality of the jeweled watch industry. A copy is 
being delivered at the same time to each Senator who signed the letter. 

I wish to emphasize that the release of the declassified Department of Defense 
report on the essentiality of the jeweled watch industry on February 28, 1955, 
was a routine matter and did not in any sense change the position that the 
Department of Defense took with regard to the horological industry last summer. 

The Department of Defense endorsed the tariff increase by letter on July 1, 
1954, to the Director of the Budget, Mr. Rowland R. Hughes, a copy of which 
is attached. You will note this endorsement supported the essentiality of both 
the jeweled and nonjeweled watch industries. This letter, and the testimony 
of Mr. T. P. Pike, Assistant Secretary of Defense (Supply and Logistics), on 
June 30, 1954, before Preparedness Subcommittee No. 6, represents the authori- 
tative statement of the Department of Defense on the essentiality of the horologi- 
cal industry. 

The conclusions of the Department of Defense report of April 26, 1954, on 
the essentiality of the jeweled watch industry are apparently misunderstood 
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and perhaps not clearly stated. In the course of the study it became apparent 
that the entire horological industry (the nonjeweled watch and clock producers 
as well as the jeweled watch manufacturers) was essential to the mobilization 
base. In order to express this conclusion forcefully, it now appears that the 
emphasis placed on not recommending ‘special or preferential treatment” to 
any one company of or segment of the horological industry, has been interpreted 
as not recognizing the essentiality of the jeweled watch industry. I regret this 
inference and trust that this clarifies any misunderstanding. 

The mobilization requirements of the Department of Defense for jeweled 
watches are exceedingly low. This is the result of a sound policy to issue jeweled 
watches only in cases where there is an operational need for a jeweled watch. 
In addition, the Department of Defense, as a further means of economy, has 
encouraged the use of nonjeweled watches and will continue to encourage this 
practice. These are produced by the nonjeweled watch (or pin lever) manu 
facturing segment of the horological industry. 

The Department of Defense does not expect jeweled watches to be the jeweled 
watch industry’s only basis of essentiality. It expects the jeweled watch indus 
try, together with the balance of the horological industry and other capable 
manufacturers, to the degree that they are able, to continue to design and 
produce very complex timing mechanisms, control devices, gyroscopes, and similar 
items which must be miniaturized and ruggedized if they are to be used in modern 
military equipment (items 1, 2, and 3 in par. 5 of your letter.) 

Certain additional information should be understood. The Department of 
Defense has supported the increase in tariff for watches only because this 
appeared to be an exceptional case and it did not appear to be at the expense 
of any other industry essential to the mobilization base. In general, the Depart 
ment of defense feels that the tariff policy covered by the extension of the Trade 
Agreements Act as represented by H. R. 1 is necessary for the greater good of the 
national and industrial economy, including the defense economy. No action or 
statement of the Department of Defense should be construed or quoted in any 
manner as opposition to the policy of extending the Trade Agreements Act. 

I hope this reply is satisfactory and that is will clarify the Department of 
Defense policy as conveyed in the Department of Defense report, Mr. Pike's 
testimony as to the essentiality of the horological industry, and my own testimony 
on this subject in connection with the hearings on H. R. 1 before the House Ways 
and Means Committee. 

At your suggestion, I am making public, through a press release, this exchange 
of correspondence. 

Sincerely yours, 
C. E. WILSON. 

Hon. LEVERETT SALTONSTALL, 

Hon. Everett M. DIRKSEN, 

Hon- EpwArD MARTIN, 

Hon. Miiton R. Youne, 

Hon. Cari T. Curtis, 

Hon. STyLes BRIDGEs. 

Hon. WILLIAM LANGER, 

Hon. W. A. PURTELL, 

Hon. Roman L. Hruska, 

United States Senate, Washington, D. C. 





ASSISTANT SECRETARY OF DEFENSE, 
LEGISLATIVE AND PUBLIC AFFAIRS, 
Washington 25, D. C., July 1, 1954. 
Hon. Row.anp R. HuGHEs, 
Director, Bureau of the Budget. 


DEAR Mr. HuGHEs: Reference is made to the letter dated June 1, 1954, from 
the Bureau of the Budget requesting the views of the Department of Defense on 
a proposed Presidential proclamation entitled “Modification of Trade Agreement 
Concessions and Adjustment in Rates of Duty With Respect to Certain Watch 
Movements.” 

A majority of four Commissioners find that watches and watch movements 
are being imported into the United States in such quantities as to cause serious 
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injury to the domestic industry and recommend that the President increase the 
scale of duties by 50 percent. A minority of two Commissioners fail to find such 
injury and recommend no change in duty. 

The Department of Defense is vitally concerned with the production capacity 
of the jeweled and nonjeweled watch industry to meet military mobilization 
requirements. This industry produces such products as jeweled watches and 
movements, mechanical time fuses, and other special timing devices which are 
essential in the conduct of successful military operations. In view of the find- 
ings of the Tariff Commission and because of the fact that the higher rates of 
duties should tend to arrest the decline in domestic production this Department 
favors the proposed Presidential proclamation. 

With respect to any evaluation of possible adverse impacts of the proposed 
ncrease in duties upon our international relations and trade, this Department 
defers to the opinion of other agencies having the primary responsibility in 
these matters. 

Sincerely yours, 
Rosert Tree Ross 
(For the Assistant Secretary). 





(T. D. 46494) 
Watch movements—Bouchons 
BULOVA WATCH CO. vr. UNITED STATES (NO. 3608) 


“1. Watcn MoveEMENTS—CLASSIFICATION—SURBSTITUTES FOR JEWELS 


“Watch movements, each having 7 jewels and eight mechanical devices or 
parts, technically known as “bouchons” or “bushings,” were assessed at the 
rate of $2.95 each as iwwatch movements under paragraph 367, Tariff Act of 1930, 
the “bouchons” or “bushings” being held by the collector as substitutes for 
jewels. Held, that the “bushings” are not “substitutes for jewels” within the 
meaning of those words as used in said paragraph, and that the movements 
should be classified as containing 7 jewels, and assessed with duty at $1.75 
each, as claimed by appellant. 

“2. LEGISLATIVE HistoRY—LEGISLATIVE INTENT. 

“Held that the classification of the movements as contended for by appellant is 
in harmony with the general advance in rates of duty upon watch movements 
over the rates imposed by the Tariff Act of 1922, it beine a 40 per centum 
increase over the rate imposed upon like movements under said act. The 
Congress did not intend that watch movements, such as are here involved. 
should be regarded for tariff purposes as containing 15 jewels. Legislative 
history considered. 

“3. WatTcH MovEMENTS—RATE OF DuTY—PROTECTION TO AMERICAN INDUSTRIES. 

“That the rate upon watch movements containing jewels should be higher 
than the rate upon movements containing bushings, held to be in accordance 
with the theory of protection to American industries in that more American 
labor would be involved in placing jewels in a watch movement than in placing 
bushings therein. 


CONSTRUCTION, PARAGRAPH 367. 





“4. SUBSTITUTES FOR JEWELS 

“Held, that a substitute for a jewel, within the meaning of paragraph 367, 
must possess, at least in some degree, that quality for which a jewel is selected 
in a watch movement in preference to ordinary metal bushings, the only quality 
that causes a jewel to be so selected being its hardness as compared with the 
metal of the plate, and its consequently reduced friction. A device that does not 
possess this quality is not a substitute for a jewel, even though in its use it may 
perform some of the functions of a jewel. The involved bushings, being cut 
from the plates or bridges of watch movements, are no harder than the metal 
comprising such plates or bridges, and are therefore not substitutes for jewels 
within the meaning of said paragraph. 


“5. MARKING REQUIRED BY CoLLECTOR—MOorT QUESTION. 


“The movements having been marked by appellant as demanded by the col- 
lector, and appellant having received delivery of the goods, the question of 
whether such demand was unlawful or illegal became moot.” 
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Unrrep States Court or CUSTOMS AND PATENT APPEALS, May 22, 1955 


Appeal from United States Customs Court, T. D. 46054 


| Reversed and remanded. ] 

Lamb & Lerch (John G. Lerch of counsel) for appellant. 

Charles D. Lawrence, Assistant Attorney General (Danicl P. McDonald, special 
attorney, of counsel), for the United States. 

Barnes, Richardson & Halstead (Samuel M. Richardson of counsel), amicus 
curiae, 


[Oral argument April 5, 1933, Mr. Lerch, Mr. Richardson, and Mr. Lawrence] 
Before GranamM, Presiding Judge, and BLAND, HATFIELD, GARRETT, and LeNRoor, 
Associated Judges 


LENROOT, Judge, delivered the opinion of the court: 

Appellant in November, 1931, imported at the port of New York 12 watch move 
ments, each having seven jewels and eight mechanical devices or parts, tech- 
nically known as “bouchons” or “bushings.” The movements were classified by 
the collector and duty thereon was assessed at the rate of $2.95 each as watch 
movements under the following provisions of paragraph 367 of the Tariff Act of 
1930 : 

“Par. 367. (a) Watch movements, and time-keeping, time-measuring, or time- 
indicating mechanisms, devices, and instruments, whether or not designed to be 
worn or carried on or about the person, all the foregoing, if less than one and 
seventy-seven one-hundredths inches wide, whether or not in cases, containers, 
or housings: 

“(1) If more than one and one-half inches wide, $1.25 each: if more than one 
and two-tenths inches but not more than one and one-half inches wide, $1.40 
each; if more than one inch but not more than one and two-tenths inches wide, 
$1.55 each; if more than nine-tenths of one inch but not more than one inch 
wide, $1.75 each: if more than eight-tenths of one inch but not more than 
nine-tenths of one inch wide, $2 each; if more than six-tenths of one inch but 
not more than eight-tenths of one inch wide, $2.25 each; if six-tenths of one 
inch or less wide. $2.50 each; 


* * * * + * ’ 


“(3) any of the foregoing having more than seven jewels shall be subject to 
an additional duty of 15 cents for each jewel in excess of seven ; 


os * * * * 


“(i) For the purposes of this paragraph and paragraph 368 the term “jewel” 
includes substitutes for jewels.” 

In assessing said watch movements with duty, the collector held that said 
bouchons or bushings, hereinafter called bushings, were substitutes for jewels 
and therefore, under the provisions of said paragraph, should be regarded for 
tariff purposes as jewels. 

There was no marking upon the movements stating that they contained eight 
substitute jewels, and the collector, holding that said paragraph 367 required 
such marking, declined to deliver them to appellant until they were so marked 

Appellant protested the classification made by the collector and the assess 
ment for duty upon the movements, claiming ‘'them to be dutiable under said 
paragraph 367 at $1.75 each; that there were no “substitutes for jewels” in 
the merchandise, and therefore the provisions of subdivision (3) of said para 
graph 367 (a) are not applicable to the merchandise involved. 

Another ground of protest was the claim that the requirement of the col- 
lector with respect to the markings to indicate the presence of eight substitute 
jewels was unlawful and illegal. 

[It appears that thereafter appellant did mark the movements as required 
by the collector and thereupon the merchandise was delivered to it 

Upon the trial in the lower court, voluminous testimony was taken for both 
parties, and samples of the movements involved were placed in evidence 

The lower court held that said bushings were “substitutes for jewels” within 
the meaning of said paragraph 367, and with respect to said marking required 
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by the collector it held that, the movements having been marked as demanded 
by the collector, and appellant having received delivery of the goods, the ques- 
tion of whether such demand of the collector was unlawful and illegal had 
become moot, and therefore would not be decided. 

Judgment overruling appellant’s protest was entered accordingly, and from 
such judgment this appeal is taken. 

With respect to the question of unlawful marketing, the lower court was 
unquestionably correct in holding that by appellant’s action the question had 
become moot; but in any event the conclusion which we have reached with 
respect to the proper classification of said watch movements renders further 
discussion of this point unnecessary. 

The crucial question in the case is whether the eight bushings found in each 
of the movements here involved are “substitutes for jewels,’ within the mean- 
ing of those words as used in said paragraph 367. 

The lower court in its decision said: 

“The record is voluminous, but there is little disagreement therein as to the 
essential facts. Therefore, irrespective of the question of alleged illegal marking, 
we find from the uncontradicted testimony (1) that watch jewels are removable 
frictional bearings; (2) that in cheap watch movements these metal bouchons or 
bushings serve as bearings instead of jewels; (8) that the functions of each 
are precisely the same in that each is removable, each has provision for lubrica- 
tion and for taking up the ‘end shake,’ and each operates to make the watch 
movement more readily adjustable; and (4) that the sole difference between the 
two classes of articles is that the jewels are more durable.” 

We are inclined to agree with the foregoing four findings of the lower court, 
ceoustruing the third finding as not stating all the functions of a jewel but only 
those which are similar to the functions of a bushing, but we are of the opinion 
that one additional fact should be considered, a fact not contradicted in the 
testimony, and of which we may take judicial notice by reason of its being 
a matter of common knowledge, and that is that the only reason that a jewel 
is ever used in a watch movement in preference to a pivot bearing of metal is 
because of the hardness of the jewel and the smaller amount of friction encoun- 
tered in its use. 

The lower court, after stating its findings as above set out, said: 

“Hence, since these metal bouchons or bushings actually take the place of 
jewels and perform all the functions thereof, they are ‘substitutes’ for jewels, 
giving to that word its common and ordinary meaning. Such bouchons or 
bushings are therefore jewels as expressly provided for in said subdivision (i), 
and we so hold.” 

With this conclusion of the lower court we are unable to agree, for the reasons 
hereinafter stated. = 

Both appellant and the Government produced witnesses highly expert in the 
art of watch making. As stated by the lower court, there is little disagreement 
in the testimony as to the essential facts, and for the most part such testimony 
must be regarded merely as an aid to the court in determining the meaning 
of the words “jewels” and “substitutes for jewels,” as those words are used in 
said paragraph 367. 

The word “jewel” as applied to watch movements is defined in standard dic- 
tionaries as follows: 

Webster's New International Dictionary, 1932: 

“3. A bearing for a pivot in a watch, formed by a crystal or precious stone, 
as a ruby.” 

Funk & Wagnalls’ New Standard Dictionary, 1931: 

“}. A bit of precious stone, crystal, or glass used to form a durable bearing, as 
for a watch-pivot.” 

The Century Dictionary & Encyclopedia, 1913: 

“4. A precious stone used in watchmaking, on account of its hardness and 
resistance to wear, as where a pivot turns in a socket.” 

Knight’s American Mechanical Dictionary: 

“1. (Watehmaking.) A crystal or precious stone forming a bearing for the 
pivot of an arbor: especially used in watches.” 

The word “substitute” is defined as follows: 

Webster’s New International Dictionary, 1932: 

“One put in place of another; one acting for, or taking the place of another.” 

Funk & Wagnalls’ New Standard Dictionary, 1931: 

“1. One who or that which takes the place or serves in lieu of another; one 
who acts or appears in another’s stead ;” 
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A concise description of a watch movement having neither jewels nor bush- 
ings is set forth in the brief of the amicus curiae, as follows: 

“* * * Tt consists of the following: First, a mainspring which furnishes the 
power; second, a train of wheels through which this power moves; third, an 
escapement which interrupts the continuous flow of this power and permits its 
escape at regularly spaced intervals. Each train wheel has, of course, an axle, 
called a pinion or a staff, the ends of which revolve in holes in the watch plates, 
the whole train mechanism being confined between two such plates, or between 
a bottom plate, and a broken up plate, sometimes designated as bridges. Origi- 
nally the ends of these axles were inserted in simple holes in the plates. * * *” 

Jewelled bearings for watch movements were introduced about the end of 
the seventeenth century. Knight’s American Mechanical Dictionary. 

The practice of using a bushing as a bearing in a watch movement where jewels 
are not used is also old. When the pivot hole in the plate became worn, a 
material known as bushing wire was placed in the hole and a hole was drilled 
in the wire to furnish the bearing. This process is described in the testimony 
in the case at bar, and also in a volume entitled “The American Watchmaker 
and Jeweler,” published in 1892, at page 54. 

Later one Olaf Ohlson, an employee of the Waltham Watch Co., and a witness 
on behalf of the Government herein, invented the process of cutting an entirely 
eylindrical hole in the movement plate and then making a bushing to conform 
to the hole so cut, making it possible to place bushings of different sizes in the 
hole as occasion might require without injuring the plate. For this invention 
said Ohlson received a patent in 1914. It appears from the testimony that in 
utilizing said invention the Waltham Watch Co. made the bushings (to be placed 
in the holes cut in the plate) of a harder material than the metal composing 
the plate. On direct examination the witness Ohlson testified that he had seen 
bushings placed in lieu of jewels many times, perhaps hundreds of times, but 
upon cross-examination he testified as follows: 

“X Q. You mean that you have seen seven-jewel watches where the seven jewels 
were taken out and seven bushings put in their place?—-A. No. The reverse. 

ok * * = * * * 

“X Q. Pardon me; you said bushings were placed in lieu of jewels, Mr. Ohl- 
son ?—A. No, no.” 

He further testified that occasionally he had seen specimens of repair jobs 
where a bushing had been put in the plate of the movement where there had 
previously been a jewel. 

One Jacob Friestadter, a witness on behalf of the Government, is superin- 
tendent of the Waltham Watch Co. and an expert watchmaker. Upon direct ex- 
amination he testified as follows: 

“Q. When it is desired to increase the efficiency of the watch, what process is 
used to effectuate that purpose?—A. Jewels are added for bearings in place of 
either plain holes or bushings.” 

He also testified that jewels and bushings perform the same function as a 
bearing for the pivot, both are removable, and both are a means for regulating 
the “end-shake” by moving either the jewel or bushing up or down; that he had 
seen a bushing placed in lieu of a jewel and a jewel placed in lieu of a bushing 
in a watch movement; that both functioned in the same manner, and that a bush- 
ing takes the place of or serves in lieu of a jewel. 

Upon cross-examination he testified as follows: 

“X Q. What is the purpose of making the bushing as against the hole in the 
plate?—A. For better interchangeability; better means for adjusting the end 
shakes. 

“X Q. It is a better means in the process of manufacturing the watch to get 
at the adjustment, isn’t it?—A. That is right. 

“X Q. So that it merely does away, so far as any functional purpose is con- 
cerned, with the adjustment in the shape of filing off the shoulder or beating down 
the plate to take up the end play, isn’t that accurately stated?—A. It is a par- 
ticular aid in adjusting the end shake. 

“X Q. But isn’t that all it does, Mr. Freistadter?—A. No. Not exactly. It is 
a removable bearing. When that hole in the bushing becomes worn, we don’t 
repair that bushing. We change it. Because it is removable, it is that much 
easier. 

“X Q. All right. Any other difference you know of ?—A. None that I can cite 
just at the moment.” 

He further testified, with respect to the functions of bushings, as follows: 
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“X Q. Does it increase the wear of that hole?—A, In our watches it does, be- 
cause the bushings in our watches, the bushings are made from a different 
material. 

“XN Q. Harder than the material the plate is made out of, isn’t that so?— 
A. That is right, that is right.” [Italics ours. ] 

“X Q. So that in your watches you have a dual purpose in making bushings, 
and that is it, to increase the wear over the wear in the hole in the plate?+—A. 
That is right. 

“X Q. And that has been true ever since you have known bushings so far as the 
Waltham Watch Co. is concerned?—A. So far as the Waltham Watch Co. is 
concerned ; yes. 

“X Q. And that is the basis of your testimony here?—A. Yes.” 

William W. Bold, a witness for the Government, testified that he was a i 
practical watchmaker, that he had seen jewels placed in watch movements in 
Jieu of bushings, and bushings in place of jewels. With respect to placing bush- 14 
ings in watch movements at points where there had previously been jewels, he 
testified that he had observed this in perhaps a half a dozen watch movements 
out of probably 3,000 examined, and that he regarded such practice as poor work- 
manship. 

Another witness for the Government, Herman E. Watson, testified that he had 
seen jewels removed from watches and bushings placed in the holes from which 
they were removed, but that he regarded this practice as poor workmanship. 

The words “bouchon” and “bushing” are used interchangeably in the testi- 
mony and it is conceded that they are synonymous. | 

One Albert M. Smoot, a witness on behalf of appellant, testified that he was 
a chemist and engineer and had made a test of the relative hardness of the 





bushings here considered and the plate or bridge of the watch movements in 
question, and that both were of brass and of the same hardness. The witness 
Manby testified on behalf of the Government that the bridges in the exhibits 
before the court were made out of soft metal. i 


We find no conflict in the testimony that the only reason that jewels are 
used as pivot bearings in watch movements in preference to metal bushings 
is because of the hardness of the jewels and the consequent decrease of friction. 

This brings us to a consideration of the meaning of the words “substitutes for 
jewels,” as those words are used in said paragraph 367. 

The word “substitute” has a very general meaning and its particular meaning : 
in a given relation cannot be determined alone from its general meaning. To j 
illustrate, in one sense of the word, mineral water is a substitute for beer in that 
both beverages are used to quench thirst, but it would hardly be said that if, 
in addition to a tarilf duty on ber, there should be a provision in the tariff act 
that the word “beer” should include “substitutes for beer,’ mineral water would 
be dutiable at the same rate as beer. 

In the case of Ex parte Hunnicut, 123 P. 179, there was involved the construc- 
tion of the term “substitute” as used in the prohibition law of the State of Okla- 
homa, making it unlawful to sell malt liquors or substitutes therefor. The 
court in its opinion said: 

“* * * It is a fact, generally known in this jurisdiction, and of which the 
court will therefore take judicial notice, that since the establishment of pro- 
hibition a number of people in this state habitually use coffee as a substitute ‘or 
prohibited liquors. This fact is susceptible of being proven by legal evidence. 
Who would be bold enough to say that the use of coffee as a substitute for wro- 
hibited liquors comes within the meaning of the statute, and would constitute 
un offense against the law? Such a construction would be to reduce the law 
to an absurdity. * * *” 

In Abstract 1575, 50 Treas. Dec. 821, the Customs Court held that :ner- 
chandise invoiced as Borden’s coffee, milk and sugar, and consisting of sugar, 
lactose, casein, caffein, coffe@ extract, and other ingredients, was not a sub- 
stitute for coffee under paragraph 774 of the Tariff Act of 1922, which provided 
a duty of 3 cents per pound upon coffee substitutes. In said case it was ap- 
parent from the nature of the article that users of the merchandise there in- 
volved did use it as a substitute for coffee, and yet the court properly held, we 
think, that it was not such substitute within the meaning of said paragraph 
wes 

We make these observations for the purpose of demonstrating that, in ar- 
riving at the meaning of the words “substitutes for jewels,’ as used in said 
paragraph 367, we should not treat it as an unambiguous term not requiring 
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construction to determine the intent of Congress in its use, but we must as best 
we can determine such intent. 

We would first observe that these words are new in the Tariff Act of 1950. 
‘hey originated in the House of Representatives, in H. R. 2667, Seventy-first 
Congress, Second session, which bill, after being amended, became the Tariil Act 
of 1930. The provision here in question for substitutes for jewels, in so far as 
it relates to said paragraph 367, appears in the bill as originally introduced 
Later, by amendment, said provision was extended to apply also to paragraph 
368. 

Voluminous hearings were held by both the Ways and Means Committee of the 
House and the Finance Committee of the Senate upon the subject of watches 
and watch movements, at which hearings representatives of the United States 
watch industry and importers of watches and watch movements testified and 
tiled briefs. We have examined these hearings with great care and nowhere 
is there found any discussion of substitutes for jewels. 

It further appears that the rate on movements of the size here involved, 
having seven jewels, was increased from $1.25 each under the Tariff Act of 
1922 to $1.75 each under the Tariff Act of 1930. This is an increase of 40 
per centum in the rate of duty over the Tariff Act of 1922, but if the theory 
of the Government shall prevail, that bushings shall be regarded as substi- 
tutes for jewels, the rate for movements like those in question will be $2.95 each 
as against a rate of $1.25 each in the Tariff Act of 1922, or an increase of 136 per 
centum in the rate of duty, whereas the advance in the rate on watch movements 
of the size of those here involved, having no jeweis, was from 75 cents for each 
movement under the Tariff Act of 1922 to $1.05 under the Tariff Act of 1930, or 
an advance of only 40 per centum. 

We here inquire upon what possible theory we may assume that Congress 
intended to increase the duty upon watch movements having 15 common brass 
bushings 136 per centum over the rate imposed upon like movements under the 
Tariff Act of 1922, when a watch movement the size of those here involved, 
containing 15 real jewels, was dutiable at the rate of $2, if unadjusted, under 
the Tariff Act of 1922, and at a rate of only $2.95 each under the Tariff Act of 
1930, whether adjusted or unadjusted, or an increase of only 47% per centuin 
over the rate imposed by the Tariff Act of 1922. 
is no word in the hearings before the committees of Congress, or in the reports 
of such committees. with respect to the question of whether bushings should be 
regarded as substitutes for jewels. 

We have made careful search of the legislative history of the Tariff Act of 
1930 to ascertain, if we can, the purpose of Congress in inserting the provision 
for substitutes for jewels in said paragraph 367 of the Tariff Act of 1930. The 
only possible light that we gain from such examination is found in the Summary 
of Tariff Information, 1929, volume 1, page 786, where under the heading “Jewels 
for Watches, Clocks, Meters, and Compasses,” it is stated as follows: 

“Description and uses.—Jewels used in watches, clocks, meters, and compasses 
include various kinds of stones—agate, garnet, sapphire, diamond, ruby 
and also the synthetic or manufactured ruby and sapphire. They are used as 
bearings in delicate clockwork mechanisms, supporting moving parts firmly and 
with a minimum of friction.” [Italics ours. ] 

It may be that Congress feared that synthetic or manufactured rubies and 
sapphires would not be regarded as jewels and that this was the reason for the 
provision relating to substitutes for jewels. 

Ilowever this may be, we must conclude that Congress intended to cover some 
devices taking the place of jewels, but which were not real watch jewels, and 
cur construction of the words “substitutes for jewels,” as hereinafter set forth, 
does permit practical application of the provision to importations of watch 
movements. 

Turning from the legislative history of the provision in question and adverting 
ngain to the evidence in the case, we find the following in the testimony of one 
Salomon, an expert watchmaker and a witness for appellant: 

“Judge KincueLore. Can a bouchon perform the functions of a jewel? 

“The Witness. Only in so far as, judge, as it forms a bearing for a pivot: that 
is all. 

“Judge KINCHELOE. I mean, can you have a watch tiat has bouchons and no 
jewels? 

“The Witness. Oh, yes. 
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“Judge KincneLor. Well then, in that kind of a watch does the bouchon per- 
form the function that a jewel would in a higher class watch? 

“The Witness. Well, only in so far that it forms a bearing for the pivot. That 
is all. That is all it does. 

“Judge Titson. It is an improvement upon the system of just a hole in the case, 
isn’t it? 

“The Witness. Absolutely; yes. 

“Judge Trttson. And the jewel is still an improvement on that? 

“The WITNEss. Exactly.” 

That a jewel is an improvement in a watch movement over an ordinary bush- 
ing is undisputed in the testimony. Therefore it would seem that in order to be 
a substitute for a jewel the substitute itself must be in some degree an improve- 
ment over an ordinary bushing, the material of which is no harder than the metal 
in which it is installed. 

We hold that a substitute for a jewel, within the meaning of said paragraph 
367, must possess, at least in some degree, that quality for which a jewel is sel- 
ected in a match movement in preference to ordinary metal bushings. The only 
quality that causes a jewel to be so selected is its hardness as compared with the 
metal of the plate, and its consequently reduced friction, and a device that does 
not possess this quality can not be held to be a substitute for a jewel, even though 
in its use it may perform some of the functions of a jewel. 

The evidence clearly discloses that bushings may possess this quality of hard- 
ness. It appears that bushings used by the Waltham Watch Co. possess it to a 
certain degree, but it just as clearly appears that the bushings here involved 
do not possess this quality for they are cut out from the plates or bridges of 
watch movements, and are therefore no harder than is the metal comprising such 
plates or bridges. If bushings in an imported movement were in fact harder than 
the bridge or plate in which they were set, it could be forcefully argued that they 
were substitutes for jewels, for in such case they would serve, at least to a degree, 
the same purpose for which jewels are selected for use. 

It might be considered that the collector could not determine the relative hard- 
ness of a bushing and a plate or bridge of a match movement in which the bush- 
ing is installed without damaging a part of the watch movement. However, the 
method of determining the relative hardness of minerals, as shown in volume 15 
of the Encyclopaedia Britannica (14th ed.) under the title “Mineralogy,” page 
525, is very simple, and it is apparent therefrom that the collector could make the 
necessary tests without damage to the parts. Such method is also described in 
a book entitled “A Text Book of Mineralogy,” by Prof. Edward S. Dana, at pages 
152, 153. 

We think it is clear that it was not the intent of Congress that bushings such 
as are here involved should be regarded as substitutes for jewels. 

We come to this conclusion from the facts hereinbefore cited, and this conclu- 
sion is further supported by the fact that under the Government’s theory the 
movements here involved, having seven jewls and eight common brass bushings, 
would be dutiable at $2.95 each under said paragraph 367, while a movement 
of like size having 12 jewels of sapphires and rubies, and no bushings, would be 
dutiable at only $2.50 each. We do not think that we can ascribe to Congress 
any such intention. 

Furthermore, the evidence shows that, in the highest class of watch move- 
ments, jewels are used exclusively; that in the medium class of watch move- 
ments, both jewels and bushings are used; and that in the lowest class neither 
jewels nor bushings are used. 

The movements here in question were appraised at their invoice price of $2.17 
each. They were assessed with duty at $2.95 each, which is 136 per centum of 
their foreign value, while the same movement, under the Tariff Act of 1922, 
would have been dutiable at only $1.25, or less than 60 per centum of its foreign 
value. 

We can conceive no possible purpose that Congress could have had in in- 
creasing the duty upon watch movements containing 15 jewels only 47% per 
centum over the rate provided for such movements under the Tariff Act of 1922, 
while watch movements of like size, containing 15 ordinary bushings, should 
bear a rate which is 136 per centum higher than the duty under the Tariff Act 
of 1922, and we do not think that we should ascribe to Congress any such inten- 
tion under the facts as they appear in the case at bar. It is certainly true that 
more American labor would be involved in placing jewels in a watch movement 
than in placing bushings therein; it would therefore seem logical, in accordance 
with the theory of protection to American industries, that the rate upon watch 
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movements containing jewels should be higher than the rate upon movements 
containing bushings. 

We would further observe that if the watch movements here involved are 
classified as contended for by appellant, they still will bear an increase of duty 
of 40 per centum over the rate imposed upon like movements under the Tariff 
Act of 1922, which is in harmony with the general advance in rates upon watch 
movements over the rates imposed by the Tariff Act of 1922. 

We hold that the bushings here involved are not “substitutes for jewels,’ 
within the meaning of those words as used in said paragraph 367 of the Tariff 
Act of 1930, and that the movements should be classified as containing seven 
jewels and assessed with duty at $1.75 each, as claimed by appellant. 

The judgment of the United States Customs Court is reversed and the cause 
is remanded for further proceedings consistent with the views herein expressed. 


BLAND, Judge, dissents. 
. 


{Translation of extract from the Bulletin of the Swiss Federation of Associations of 
Horological Manufacturers, No. 15, dated August 18, 1948, Bienne] 


CONTROL OFFICE 
EXPORTATION OF 17-JEWEL MOVEMENTS, TRANSFORMABLE INTO 21-JEWEL MOVEMENTS 


The F. H. control office, under date of June 14, 1948, has returned a judgment 
regarding Bs W. C. Inc.,’ which 11 times in the course of the first quarter of 1948 
has exported to the United States a total of 3,400 17-jewel movements ready to be 
changed in New York into 21-jewel movements, contrary to the F. H. prohibition 
contained in paragraph 2 of the May 1946 memorandum. This company effected 
the transformation by replacing metal cap plates with plates set (with cap 
jewels) which were exported separately. 

The judges decided that these facts were of a particular serious character and 
of a nature to cause great harm to the group of members of F. H. who work for 
the United States. In order to satisfy a short-term interest in avoiding a tariff 
of $8 more, the guilty concern did not hesitate to permit, wittingly and know- 
ingly, serious infractions in denying at the same time the value of the rules in 
force as well as the commitments it undertook in becoming affiliated with F. H. 

Deciding that there would be reason to fear a relaxation in the adherence to 
the contractual obligations of the horological manufacturers if the penalty was 
not severe and efficacious, the control office has levied severe fines against the 
company in question to a total of 38,695 frances. In addition, it has ordered the 
publication in the F. H. bulletin of a résumé of the decision at the expense and 
with the initials of the company. Finally, it has charged the company the costs 
of the suit which came to 1,573 francs 8 cents. 





RELEASE OF PREPAREDNESS SUBCOMMITTEE No. 6, SENATE COMMITTEE ON 
ARMED SERVICES 


Senator Leverett Saltonstall (Republican, Massachusetts), today announced 
that the findings of the Armed Services Preparedness Subcommittee No. 6, headed 
by Senator James H. Duff (Republican, Pennsylvania), revealed that the Amer- 
ican watch and clock industry was vitally essential to the national defense. 

In a report to the Committee on Armed Services of the Senate, the subcom- 
mittee concluded that the industry is an indispensable one and should be kept in 
a healthy condition in order to preserve its unique skills for use in time of war. 

The report pointed out that this country had a period of some 2 years to prepare 
for World War II and that in a future war there will be no advance warning 
of attack and no time to begin training workers in highly specialized and critical 
skills. 

The report was transmitted to the White House this afternoon by Senator 
Saltonstall. 

Hearings on this subject were conducted on June 30, July 1 and 2, at which 
Government officials and representatives of the industry testified as to the essen- 
tiality of the watch and clock industry. 


1 These are the initials of the Benrus Watch Co., Inc. 
approximately $10,000. 


The fine, in dollars, amounted to 
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Other members of the subcommittee included Senators John Sherman Cooper 
(Republican, Kentucky) and John C. Stennis (Democrat, Mississippi) . 

There is attached a ccpy of the report and of Senator Saltonstall’s letter trans- 
initting the report to the President. 

UnItrep StTaTEs SENATE, 
COMMITTEE ON ARMED SERVICES, 
July 23, 1954. 
Hon. Dwicut D. EISENHOWER, 
President of the United States, 
The White House, Washington, D. C. 

DEAR Mr. PRESIDENT: It is my pleasure to transmit herewith a copy of a report 
of the Preparedness Subcommittee No. 6 of the Senate Committee on Armed 
Services, covering its study of the essentiality of the domestic horological indus- 
try. Recognizing that this matter is of present interest to you, it was my 
feeling that you would desire to have the findings of this group which has, under 
the able chairmanship of Senator James H. Duff, been studying the problem 
since May 22, 1954. 

You will note that the committee has not concerned itself with the question of 
turiffs but has directed itself solely to the problem of the essentiality of this 
industry in time of emergency. The committee and its staff have made a thor- 
ough and detailed study of this complex situation and I believe the attached 
report to be a calm and fair appraisal. 

Sincerely, 
LEVERETT SALTONSTALL, 
Chairman. 


ty 


ESSENTIALITY OF THE AMERICAN WATCH AND CIocK INDUSTRY 


LETTER OF SUBMITTAL 


UNITED STATES SENATE, 
COMMITTEE ON ARMED SERVICES, 
July 23, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Senate Committee on Armed Services. 
Washington, D.C. 

Dear SENATOR SALTONSTALL: It is my honor to transmit herewith the report of 
Preparedness Subcommittee No. 6, which you appointed on May 22 to study the 
essentiality of the American horological industry to our Nation’s security. 

With the submission of this report, and in the absence of any contrary directive 
from you, the subcommittee considers itself discharged. 

Sincerely yours, 
JAMES H. Dvrr. 
Chairman, Preparedness Subcommittee No. 6. 


REPORT OF PREPAREDNESS SUBCOM MITTEE NO. 6 ON THE ESSENTIALITY OF THE 
AMERICAN HOROLOGICAL INDUSTRY 


On May 22, Senator Leverett Saltonstall, chairman of the Senate Committee 
on Armed Services, established Preparedness Subcommittee No. 6 to study the 
essentiality of the American horological industry to national defense. 

The subcommittee, directing its attention solely to the question of defense essen- 
tiality, held hearings on June 30, July 1 and 2, 1954. The subcommittee received 
evidence to the effect that— 

The watch and clock industry has a unique pool of skilled workers, some of 
whom require up to 10 years of training and experience before they achieve pro- 
fessional proficiency in their precision crafts; 

The Nation has historically called upon this skilled pool of workers from the 
watch and clock industry in time of war as its primary source of precision time 
pieces, military precision timing devices, and for the development and production 
of other essential miniature instruments; 

In times of emergency, the Nation cannot safely rely on foreign precision time- 
pieces, other precision timing devices, and jewel bearings needed for defense 
requirements ; 

Unless the training and employment of this skilled pool of workers in the horo- 
logical industry are continued, the pool of workers cannot be maintained intact. 
Their unique proficiencies and skills would deteriorate in industries requiring less 
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highly developed skills and the particluar skills required in time of war emergency 
would not be available. 

An abundance of expert testimony was heard by the subcommittee. The testi 
mony was in almost unanimous agreement that the pool of skilled workers of 
the American watch and clock industry is essential to the security of our country 
in time of war. 

As stated above, the subcommittee has contined its study and confines its report 
to the precise question propounded by its charter—the essentiality of the industry 
to national defense. 

On all the evidence, the subcommittee concludes : 

Although the Nation was substantially self-sufficient in the production of 
precision instruments required for defense in World War II, it must be remem- 
bered that the Nation had over 2 years to prepare for war. 

A furture war may come swiftly and without advance notice. In such an 
event, there will be no time to provide training in the highly specialized and 
critical skills needed to produce the precision timing devices tor defense require- 
ments. 

The highly skilled workers in the American watch and clock industry, who 
require long years of training and experience, and their unique ability to develop 
and produce within the shortest time possible, precis'on instruments to minute 
tolerances, are essential to the national defense. Therefore, it is in the interest 
of national defense to keep this essential industry alive and vital. 

The CuatrmMan. The next witness is Mr. Arthur B. Sinkler. Is Mr. 
Sinkler here? 

Mr. SInKLER. Yes, sir. 

The CHarrMan. Come forward, please. Will you please give your 
name, address, and the capacity in which you appear, for the record. 


STATEMENT OF ARTHUR B. SINKLER, IN BEHALF OF THE AMERI- 
CAN WATCH MANUFACTURERS ASSOCIATION, ACCOMPANIED BY 
JAMES G. SHENNAN, PRESIDENT, ELGIN WATCH CO.; AND PAUL 
F. MICKEY AND JAMES F. DONNELLY, COUNSEL 


Mr. Srnkeer. Mr. Chairman, my name is Arthur B. Sinkler. I 
appear here representing the American Watch Manufacturers Asso- 
ciation. 

[I am appearing here jointly, if you will permit it, sir, with Mr. 
Shennan, president of the Elgin National Watch Co., because we be- 
lieve, in the interest of shortening these hearings, that perhaps the 
two of us together can answer questions from the committee instead of 
appearing separately. 

The CuarrMan. You may proceed. 

Mr. Stnxuer. I am accompanied also by counsel, Mr. Paul Mickey 
and Mr. James Donnelly. 

We have filed, Mr. Chairman, a statement, which I will not read, 
in the interest of saving time, unless you desire it. 

[ think it is best in the interest of brevity to file it and merely to 
point out a highlight or two which we think is very important for this 
committee to understand. 

The Cuatrman. All right. You may proceed. 

Mr. Sinker. We have heard mention today, and yesterday there 
was a lot of discussion, concerning the situation regarding upjeweling 
in the past. We think it is important to point out that prior to 
September 1954 upjeweling of imported watch movements in the 
United States was very sporadic. 

The manufacture of watch movements susceptible of upjeweling 
was discouraged by Swiss manufacturers, and in fact the manufacture 
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of watch movements engineered to be upjeweled had been banned com- 
pletely by the controlling organization of the entire Swiss watch in- 
dustry. This ban prov ed to be substantially effective until the Swiss 
Watch Federation, commonly known as FH, in September of 1954, 
abruptly rescinded the provisions of the convention under which the 
operations of the Swiss manufacturers were controlled. 

T would like to file a copy of this record with the committee. 

The Cuatrman. Without objection, it may be received for the rec- 
ord. 

(The material referred to follows :) 

ELGIN NATIONAL WATCH Co., 
Swiss FEDERATION, 
Bienne, September 9, 1954 
Re Adding of jewels 

GENTLEMEN: We have the honor to inform you that the proper agencies of 
the FH have decided to issue a new directive replacing article 23 of the memo- 
randum FH dated January 1952, which reads as follows: 

(A) Principle: The direct or indirect traffic in movements or watches of which 
the number of jewels is increased abroad, or have been prepared for such in- 
crease there, is considered unfair practice. 

(B) Exception: However, the transformation of movements, 1 jewel in 7, is 
authorized, but without advance preparation to facilitate the changes abroad. 
This exception is not valid for the United States of America because of the pro- 
visions included under article 2A of the memorandum (Bulletin 18.4.49). The 
new provision, which cancels the above, is as follows: 

(a) Principle: The direct or indirect traffic in movements or watches pre- 
pared for an increase in the number of jewels is considered unfair practice. 

(b) Exception: However, the use of a device such as a setting which com- 
bines the hole jewel with the endstone is not considered a preparation for in- 
crease in the number of jewels. 

This change is effective September 10, 1954. 

With the next issue of the Bulletin, we shall enclose a flyleaf to be pasted 
to page 2 of the memorandum FH of January 1952 (see end of Status FH). 

Yours very truly, 

Mr. Sinxier. This change in the Swiss policy followed very closely 
upon the decision of the President in July 1954 to increase rates of 
duty upon imported watch movements pursuant to recommendations 
of the Tariff Commission and following an intensive investigation of 
the effect of imports on the domestic industry under the provisions 
of the escape clause of the Reciprocal Trade Agreements Act. Imme- 
diately thereafter, Swiss manufacturers began to develop ingenious 
methods of producing various types of watch movements susceptible 
of easy upjeweling after importation into the United States. These 
developments are now so numerous that the door is opened to wide- 
spread evasions of customs duties. 

The Treasury Department was made aware of this situation. The 
first of these new devices, known as Duo-fix, were presented to the 
Treasury Department by an importer for ruling last October. All 
individual watch importers, the importers’ trade association, and the 
domestic manufacturers were afforded an opportunity to present their 
views and legal briefs to the Bureau of Customs prior to decision. 

After full consideration of this question, the Treasury Department, in 
March of this year, published a ruling notifying importers that watch 
movements containing the Duo-fix device or similar contrivances fell 
within the provisions of paragraph 367 (i) as “substitutes for jewels.” 

Almost immediately following the Treasury decision, other devices 
or artifices were conceived in an attempt to circumvent the language 
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and scope of the departmental decision. A number of these have been 
presented to the Bureau of Customs and to the Treasury Department 
by the importers for ruling as to whether they are covered by the 
departmental decision of March 1955. If any of these devices are 
held to be outside of the existing statutory language, watch move- 
ments containing that device will immediately be imported i n large 
quantities and upjeweled watches will aggravate the existing unsettled 
market conditions. If the devices are all disapproved, then new and 
entirely different engineering contrivances will be incorporated into 
watch movements in a continual effort to circumvent the statute and 
the rulings of the Treasury Department. 

Such evasions of the statute threaten the already unstable condition 
of the domestic watch industry. The four American watch companies 
cannot live ona small share of the market. If it were not for the pro 
duction of watches containing more than 17 jewels, the industry would 
have disappeared some years ago. 

We appear here today in strong support of the two bills that have 
been entered by the chairman and Mr. Jenkins, H. R. 7466 and 7467. 
We support very strongly the position taken by the Treasury Depart- 
ment in their statement yesterday presented by Mr. Rose. We sup- 
port in principle the views presented by Mr. Bulova, who just pre- 
ceded us. 

We think the bill, as it is written, will provide a real barrier to the 
circumventing of tariffs in the over-17-jewel watches, as it has been 
demonstrated by the importers that it is their intent to find a way 
axed the existing rules if a way can be found. We believe that 

his bill settles the question once and for all. 

There are a number of principles that I think the committee should 
be aware of that have come up during the questioning. One is a ques- 
tion which we ourselves asked: Is the principle of H. R. 7466 new, or 
different, or is it an accepted technique for determining dutiable status 
of imported goods ? 

Our attorneys presented us, for the short time that we have to look 
for them, 17 examples of products whose dutiable status is determined 
by the intended purpose, not the condition, as it is at the port of entry. 
It is axiomatic, I am told, in customs law, that unless otherwise speci- 
fied, duty is assessed on the condition of the article at the time it is 
presented. 

However, Congress has the right and has used that right in at 
least 17 different instances which I present, to state otherwise, be- 
cause it is obviously their intention to assess, in these cases at least, 
a duty on the basis of what the product is intended for. 

Interestingly enough, the most recent of these cases is a bill, H. R. 
5366, introduced by Mr. Forand and approved by your committee, | 
believe, within a week, establishing that very principle, in the case 
of flax, that it should be dutiable on the basis of its intended use and 
not on the basis of its condition at the port of entry. Furthermore, 
that bill as approved places no time limit on the conversion from its 
condition as it enters the country to the use as specified in the bill. 

I should like to file, if I may, this opinion, from our attorneys, for 
the use of the committee. 

The CuatrmMan. Without objection. 
(The material referred to follows :) 
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INSTANCES IN WHiIcH CONGRESS HAS MADE THE DUTIABLE STATUS OF IMPORTS 
DEPENDENT UPON USE OR DISPOSITION AFTER IMPORTATION 


1. Paragraph 1606 of the Tariff Act of 1930 permits the importation of animals 
by American citizens free of duty if they are imported “especially for breeding 
purposes.” It is significant that the Congress granted this exemption of duty 
but placed the burden of proof upon the importer of demonstrating (1) that 
such anima! was purebred of a recognized breed, and (2) that such animal 
would be used for breeding purposes. The Congress also authorized the Secre- 
tary of the Treasury to prescribe regulations that might be required “for the 
strict enforcement of this provision.” Under regulations prescribed pursuant 
to this provision importers must furnish a bond requiring them to produce a 
certificate of pure breeding or otherwise duties will be assessed. Unless and 
until such certificates are produced the liquidation of the entry is suspended. 

2. Paragraph 1695 of the Tariff Act provides for entry free of duty of horses 
and mules, but the burden is again imposed upon the importer of furnishing a 
declaration that the animals are being imported solely for slaughter. The col- 
lectors of customs are required under the applicable regulations to satisfy them- 
selves that no other use is intended to be made of such animals. 

3. Paragraph 701 of the Tariff Act of 1930 was modified by the General Agree- 
ment on Tariffs and Trade (GATT) to permit the importation at reduced rates 
of duty of cows for dairy purposes. Customs regulations place the burden upon 
the importer of such cows to demonstrate that the animals were imported in 
good faith for dairy purposes: that they have actually been delivered to a dairy 
favm or other place suitable for dairy operations. 

4. Paragraph 1607 (b) of the Tariff Act of 1930 provides for the importation 
froe of duty of wild animals and birds intended for exhibition or scientific or 
educational purposes and not for sale or profit. In this connection, the customs 
reguiations place the burden upon such importer to demonstrate the intention 
at the time of importation to place these animals or birds on public exhibition 
or for scientific or educational purpose and that they are not intended to be sold 
or used in connection with any enterprise conducted for profit. 

Dh. Section 313. (e) of the Tariff Act of 1950 provides that imported salt pre- 
viously entered for warehouse may be withdrawn under bond for use in curing 
fish, upon proof that the salt has been used for such purpose, any duties pre- 
viously assessed shall be remitted. The burden of proof is placed upon the 
importer or user to demonstrate that the salt has been so used and appropriate 
proof of proper use must he filed and adequate customs bonds executed. 

6. Mnder the provision of paragraph 1530 (c) of the Tariff Act of 1930 as 
modified by various trade agreements, leather made from the hides or skins 
of certain animals is entitled to a reduced rate of duty if imported “to be 
used in the manufacture of boots, shoes * * *" the customs regulations reouire 
that the importer or person claiming the right to reduced rate of duty satisfy 
collectors of customs that the leather had been imported with the intention to 
use it in the manufacture of shoes, and liquidation of the entry is suspended 
until proof of use is furnished or the time allowed for production of such proof 
has expired. Certificates from the superintendent or manager of a plant pro- 
ducing shoes are also required to demonstrate the leather had not been diverted 
to other uses. A 3-year period is allowed under the regulations for the produc- 
tion of such proof (see Customs Regulations 10.84). 

7. Similar statutory provisions and regulations are also contained in para- 
graph 1530 entitling imported leather to a reduced rate of duty upon proof that 
it is to be used in the manufacture of harnesses or saddlery. 

&. Under paragraph 1691 of the Tariff Act of 1980 hides and skins of the India 
water buffalo imported “to be used in the manufacture of rawhide articles” is 
entitled to exemption from duty. Again, the burden is placed upon the importer 
to furnish proof of such use in order to entitle him to the exemption. A similar 
provision is also contained in paragraph 1530 (b) covering leather to be used 
in the manufacture of footballs, etc. 

9. Paragraph 1752 of the Tariff Act of 1980 contains a provision exempting 
patna rice “cleaned for use in the manufacture of canned soups.” The customs 
regulations place the burden upon the importer or user to furnish proof of use 
that such rice was used in the manufacture of canned soups. Release from cus- 
toms custody without the deposit of duty is permitted subject to the furnishing 
of such proof of use along the lines previously described for the importation of 
leather to be used in the manufacture of footwear. 
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10. Paragraph 1101 (b) of the Tariff Act of 1980 as amended permits the 
importation and withdrawal under bond of wool or camel hair free of duty upon 
establishing that such wool or camel hair was imported for use in the manufac- 
ture of carpets, rugs, floor coverings, and other enumerated articles. This statu 
tory provision also authorizes the Secretary of the Treasury to establish regu- 
lations, require bonds and amounts thereof which he deems necessary to carry 
into effect these statutory provisions. Under this provision of the statute 
elaborate customs regulations have been promulgated (secs. 10.91-10.97). Record 
of receipt and disposition of such wool must be accurately kept in prescribed form, 
bonds must be furnished, and reports of processing or transfer to other users 
must he rigidly complied with. 

11. Copper-bearing fluxing material is permitted entry free of import tax 
prescribed by Internal Revenue Code 3425 when imported for such purposes. 
The customs regulations require an importer or user to establish proof of use 
in order to permit the importation to be exempt from the import tax. 

12. L-thyl alcohol for nonbeverage purposes is permitted to be imported with- 
out the payment of an import tax under section 3125, Internal Revenue Code. 
liere again, the burden of proof is upon the importer or user to demonstrate that 
such ethyl alcohol is entitled to a tax-free status only if transferred to industrial 
alcohol plants or bonded warehouses or denaturing plants. If such alcohol be 
thereafter withdrawn from any of these plants for beverage purposes a tax 
becomes assessable thereon. Elaborate proof requirements are set forth in the 
customs regulations requiring gaging or regaging and the liquidation of the 
entry is suspended until the regulations are complied with. 

13. Rapeseed oil is subject to an import tax unless it is imported to be used 
in the manufacture of rubber substitutes or lubricating oil. Release from cus- 
toms custody of rapeseed oil is allowed under the same conditions as leather to 
be used in the manufacture of footwear except that the importer’s burden of proof 
is nore comprehensive than that required for leather. 

14. Paragraph 1685 of the Tariff Act of 1930 permits the importation free of 
duty of limestone “when imported to be used in the manufacture of fertilizer.” 
Under customs regulations limestone may be released without the deposit of duty 
in the same manner and subject to the same conditions as those applicable 
to leather, except that proof of use must be furnished that the limestone was 
actually used in the manufacture of fertilizer. 

15. Recent amendment of paragraph 207 of the Tariff Act of 1930 permits 
calcined bauxite to have a duty-free status provided it is used and proof of use 
is furnished that the calcined bauxite was used in the manufacture of firebrick 
or other refractories. The regulations prescribe that the same treatment and 
conditions applicable to leather are also applicable to calcined bauxite. 

16. Paragraph 729 of the Tariff Act prescribes a lower rate of duty on imported 
wheat “unfit for human consumption.” Under customs regulations the burden 
is placed upon the importer to declare the use of imported wheat whether or not 
it is to be blended with other wheat in the manufacture of products for human 
consumption. The regulations also prescribe that in order for it to be entitled 
to such lower rate it must contain 30 percent or more of damaged kernels. 

17. Under paragraph 502 a reduced date of duty is provided for “molasses not 
imported to be commercially used for the extraction of sugar or for human 
consumption.” The customs regulations prescribed for administration of this 
paragraph permit the release of molasses at these reduced rates but suspend 
liquidation of the entry until proof of use is furnished that the molasses was not 
used for sugar extraction or human use. A certificate of the superintendent or 
manager of the manufacturing plant must be furnished within 3 years of entry 
stating the use at which the molasses has been put. Satisfactory proof of use 
of the molasses for purposes other than sugar extraction or human consumption 
must be filed within such 3-year period or the entry will be liquidated at higher 
rates of duty than those previously prescribed. 


Mr. SinKterR. Another point that we think it is important to clear 
up is that this bill imposes no new restrictions on the importation 
of Swiss watches. Actually, the reverse is true. If the bill is not 
approved and passed by Congress, we will in effect be giving to the 
importers an opportunity to import movements without paying duty, 
which they have not previously had. 

Again, I refer to the fact that prior to September 1954, restrictions 
in Switzerland took care of the situation very nicely. The Swiss have 
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evidently decided on retaliation—and I think it is retaliation—to the 
President’s decision of 1954, and they have decided that they will try 
to circumvent the collection of duties by allowing a practice which 
they had previously felt was unwise for their own industry. 

So I submit, sir, that failure to pass this bill will provide them 
with a condition which did not exist previously. 

Another thing that has been brought out is that there is perhaps 
some violation of our trade agreement with Switzerland involved. 
We submit that in this condition it is not a condition of taking some- 
thing away that existed under a trade agreement; that the aye age 
that existed in 1936, the year of the trade agreement, is exactly 
it was up to September 9, 1954; and that merely retaining the sone 
quo, as Mr. Rose referred to it yesterday, is quite proper “and should 
be done. 

We do not think that there is any violation whatsoever of the terms 
and intent of the trade agreement or the trade-agreements program. 

Another point which has been raised and I think should be clarified 
is the continual reference to the fact that there is a very large gap 
in the duties to be collected on 17-jewel watches as compared with 
those containing more than 17 jewels. 

I have here a statement which I should like to enter into the record. 
It is short. And I will read it completely. It is an analysis of what 
the duties on watches were intended to be when the 1930 act was 
adopted, and what has happened since that time. The statement 
reads: 

Claims have been made that there is an illogical and tremendous duty differ- 
ential between 17-jewel watches where the average rate of duty is in the neigh- 
borhood of $3.10, and the rate applicable to those containing over 17 jewels where 
the rate applicable is $10.75 

A short summary of the congressional purpose expressed in paragraph 367 
follows 

The basie rate of duty on all watch movements except those with more than 
17 jewels increases as the size of the movement becomes smaller. Additional 
duties are directly imposed upon the jewel count of imported watch movements 
and further additional duties are imposed upon the number of adjustments 
contained in such watch movements. 

The statutory rates of duty on 7-jewel watches range from $1.25 for the 
largest specified size to $2.50 for the smallest specified size. These same basic 
rates are also applicable to movements having more than 7 jewels but not more 
than 17 jewels. The statute also provided that an additional duty of 15 cents 
would be assessed on each jewel contained in a movement in excess of 7 jewels. 

Accordingly, the basic size duties and jewel duties on 17-jewel watch move- 
ments ranges from $2.75 to $4. In addition to the foregoing, duties for adjust- 
ments to which the Congress understood would consist of 5 adjustments in a 
good-quality 17-jewel watch were made dutiable at $1 per adjustment. And 
making the range of duties on such watches run from $7.75 to $9. 

The Treasury Department has seen fit not to collect duties for adjustments, 
and accordingly the protection intended by the Congress to the domestic watch 
industry has never been completely recognized. 

The reductions in duty under the Swiss Trade Agreement and the noncol- 
lection of adjustment duties have served to destroy the symmetrical schedule 
of rates and brought about the disparity in assessment of duties on 17-jewel 
watches and those containing over 17 jewels. 

It should be made a matter of reeord in the proceedings of this committee 
that the Congress did not originally impose a rate of only $3.75 upon 17-jewel 
watches, and did not therefore enact an illogical rate schedule. 


I should like to refer once more to the fact that the importers, in- 
stead of complaining bitterly about the gap between 17 and more 
than 17-jewel watches, should actually be thankful that for so many 
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years they have been able to enjoy what appears to be almost dut y-free 
importation in that category. It was not originally intended that 
way. 

That completes my statement, sir. 

The Cuamman. We thank you gentlemen for your appearance and 
the information given the committee. 

Let me ask you one question. In the opening paragraph of your 
statement, you state: 

The American Watch Manufacturers Association is composed of 3 of the 4 
companies having facilities for production of jeweled watches in the United 
States—the Elgin National Watch Co., of Elgin, Ill., and Lincoln, Nebr.; the 
Hamilton Watch Co., of Lancaster, Pa.; and the Waltham Watch Co., of Waitham, 
Mass. The fourth company producing watches in this country, the Bulova 
Watch Co., is not a member of the association. 

Well, do these three mentioned by you, Elgin, Hamilton, and Waltham, 
along with Bulova, constitute all the companies producing watches 
in this country ¢ 

Mr. Stnxier. When you refer to watches, sir, we must restrict it 
to jeweled watches in this country; and we believe that to be so. We 
have heard that the Gruen Watch Co. in Cincinnati has imported in 
the past some machinery, but as of now I have never seen a domestically 
produced Gruen watch, and I do not believe that any have been 
produced in this country. 

The CHatrman. So these four companies constitute all the com- 
panies in this country producing jeweled watches. 

Mr. Stvxtrr. That is correct, sir. 

The CHairman, All right. Thank you. Any further questions? 

Mr. Eberharter, of I -ennsylv ania, will inquire. 

Mr. Epernarrer. Mr. Sinkler, do you agree with the statement 
made by Mr. Bulova that as a result of the increase in the tariff on 
imported Swiss watches there was no appreciable decrease in the 
importation of them since the President issued that order, that is, 
outside of the proportion of the decline attributable to a decline in 
sales ? 

Mr. Sinker. I agree with that opinion, Mr. Eberharter. Yes, 
there has been a decline in imports, but we do not believe that that 
can be directly attributed to the increase in tariff. 

We have said continually during the investigations leading up to 
the President’s action of July 1954, that it would take some time to 
feel the effects, if any; and that surely during 1954 it would not be 
apparent, because at that time there were large stocks of imported 
watches on hand, and they would fill the market requirements for the 
balance of 1954 and certainly well into 1955. 

So I agree completely with your statement. 

Mr. Esernarter. Then, Mr. Sinkler, would you also agree that the 
State Department was rather hasty in granting to the Swiss Govern- 
ment, you might say, compensatory concessions, when our action had 
no effect. in decreasing their exports in this country? What was the 
necessity of our Government giving compensatory concessions to the 
Swiss? 

Mr. SINKLER. We were not a party to those concessions and have 
not made a study of them. That was handled by the State Depart- 
ment, but my personal opinion. Mr. Eberharter, is that no concessions 
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whatsoever were due. The actual condition of the watch industry 
in Switzerland as of the end of May, the latest figures that I have, was 
that the exports from Switzerland to the world for the first 5 months 
of 1955 are slightly higher than the corresponding 5 months of 1954. 

Surely it must have been recognized that the increase in the duty 
was designed to improve the domestic situation. But the evidence is 
that it has not hurt the Swiss economy, it has not hurt the Swiss 
watch industry, and in my opinion no concessions whatsoever were 
due. 

Mr. Exsernarter. So perhaps the State Department, in negotiating 
these 10 concessions, were in error. 

Mr. Srnxtier. I believe so. 

Mr. Esernartrer. Inasmuch as they may have affected adversely 
many different industries in this country. Is that possible or 
probable? 

Mr. Stnxuer. You are asking me to testify on what basis the con- 
cessions were granted. That of course I do not know. I did not 
attend the negotiations. I am merely referring to the fact that as a 
result of the President’s decision we see no evidence whatsoever that 
the Swiss watch industry as of now has been hurt. 

Mr. Exsernarter. Well, is it probable that they will also demand 
additional concessions because of the passage of this proposal ? 

Mr. Stnxer. I would not be at all surprised that they will ask for 
it, sir; but I cannot see how we could possibly grant concessions for 
something they have never had. 

Mr. ExsernHarrer. Well, that is what was done. That is what 
was done when the President issued his order last year. And our Gov- 
ernment turned right around and gave concessions. 

Mr. Stnxier. I recognize that, sir. 

Mr. Eseruarter. And perhaps we should learn from our experience 
in the past. 

Mr. Sinker. I do hope that the State Department will learn from 
that experience. 

Mr. Esnernarter. Thank you very much. 

Mr. SHennan. May I make a comment on Mr. Eberharter’s 
questions ? 

The Cuatrman. All right. Give your full name, please, for the 
record. 

Mr. SHennan. My name is James G. Shennan, president of the 
Elgin National Watch Co., Elgin, Tl. 

Mr. Eberharter, I think we have to bear in mind that there was a 
great deal of pressure on the State Department to try to make the 
relationships with Switzerland more friendly, after the change in the 
duties. 

Mr. Esernarter. I agree with that 100 percent. 

Mr. SuHennan. And I think that certainly had some influence. 

I also would like to comment on the statement that Mr. Sinkler 
made and Mr. Bulova with respect to the duty. You have at least the 
negative point that if the duties had not been raised we would have 
been a dollar less competitive than we were. Now, I don’t know just 
where we would be now, a year later, if the duties had not been raised; 
although it is true that it is very hard to see any real action in the 
market as yet. 

Mr. Esernarrer. Thank you. 
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The Cuarrman. Mr. Mason, of Illinois, will inquire. 

Mr. Mason. I am rather curious to know why our customs officials 
have not enforced that $1 for each of those adjustments. Five adjust- 
ments, you say, means $5 to the watch. Why have they not collected 
that $5 and stopped this gap between the $3.75 and the $10.75? 

Mr. Stnxuer. Mr. Mason, we asked the same question in 1947 and 
1949 and 1951. This year we had not brought the subject up, but some- 
body did for us, and it is now a matter of investigation by the Sub- 
committee on Investigations of the Committee on Government Opera- 
tions. Our feeling was quite clear that they should have been collect- 
ing duties all these years. 

Mr. Mason. But you have not got an answer yet as to why they have 
not done it? 

Mr. Sinker. To the best of my knowledge, there is no answer as to 
why not. It has not been done. 

Mr. Mickey points out that it is a difference of statutory interpre- 
tation. 

The Cuamrman. We again thank you gentlemen for your anpear- 
ance and the information given the committee. 

Mr. Srnxter. Thank you. 

(The prepared statement referred to follows :) 


STATEMENT ON BEHALF OF THE AMERICAN WATCH MANUFACTURERS ASSOCIATION 
IN Support or H. R. 7466 anp H. R. 7467 


The American Watch Manufacturers Association is composed of 3 of the 4 
companies having facilities for production of jeweled watches in the United 
States—the Elgin National Watch Co., of Elgin, Ill., and Lincoln, Nebr.; the 
Hamilton Watch Co., of Lancaster, Pa.; and the Waltham Watch Co., of Wal- 
tham, Mass. The fourth company producing watches in this country, the Bulova 
Watch Co., is not a member of the association. 

The association appears for the purpose of stating its complete and whole- 
hearted support of the measures under consideration and to state briefly the 
reasons. 

The language of H. R. 7466 and 7467 adequately covers recent attempts to 
import foreign watch movements into the United States which are designed 
to evade existing provisions of the tariff act intended by the Congress to 
protect American consumers against deception, and the American watch industry 
against unfair international competition. 

The Tariff Act of 1930 in paragraph 367 provides for the imposition of customs 
duties on imported watches and watch movements based upon the size of and 
the number of jewels contained in a movement. The entire philosophy and 
purpose of this paragraph of the tariff act was to impose customs duties at 
progressively higher rates, depending on the number of jewels contained in 
the imported watch movement and the size of such movement. A few importers, 
generally importers of the cheaper watches, have sought to avoid the higher 
duties imposed upon watch movements containing over 17 jewels by having 
metal bearings temporarily installed by the foreign manufacturer, replacing 
them with jewel bearings after importation and clearance through customs. 
These efforts to evade the assessment of proper duties are commonly referred 
to as upjeweling. 

Some imported watch movements are engineered to evade the assessment 
of duties based upon jewel count in such manner that they are commercial 
unrealities, and are constructed solely for the purpose of evasion of the tariff 
act. Upjeweling as previously practiced was of doubtful utility from a technical 
manufacturing viewpoint; the process was comparatively expensive and the 
resulting product was likely to be inferior. Recent improvements in the watch- 
making art, however, permit easy and relatively inexpensive upjeweling of 
imported watch movements in the United States. They could be offered in com- 
petition not only with watch movements produced in the United States, but also 
with watches of foreign origin imported with more than 17 jewels on which the 
higher amounts of duty have been collected. The American watch industry has 
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long associated the quality of a watch with the number of jewels it contains 
and the practice of upjeweling is merely an effort to capitalize on this sales point 
without paying the duties which Congress intended. 

Since the act graduated duties with increased jewel count, the congressional 
intent is clear. It is also clear that Congress initially sought to prevent avoid- 
ance of the duties imposed on jewel content. 

Subdivision (i) of paragraph 367 states that the term “jewel” as used in the 
law includes “substitutes for jewels.” This provision defining a jewel as inclu- 
sive of substitutes therefor was wholly new in the Tariff Act of 1930. An exam- 
ination of the legislative history of paragraph 367 clearly discloses a congres- 
sional purpose to put an end to this evasion of customs duties. This committee 
in reporting the bill which became the Tariff Act of 1930 stated that a practice 
had developed of importing mechanisms containing substitutes for certain jewels 
which made it possible to evade rates of duty prescribed by the Congress. The 
report of the Senate Finance Committee, as well as remarks made during the 
course of debate on the bill, also show that the Congress intended to prevent 
frauds on the revenue and to protect consumers as well, by imposing duties 
upon watch movements so engineered or designed as to permit them to be 
upjeweled in the United States after importation. 

Prior to September 1954 upjeweling of imported watch movements in the 
United States was sporadic. The manufacture of watch movements susceptible 
of upjeweling was discouraged by Swiss manufacturers, and, in fact, the manu- 
facture of watch movements engineered to be upjeweled had been banned by 
the controlling organization of the entire Swiss watch industry. This ban proved 
to be substantially effective until the Swiss Watch Federation of Factory Asso- 
ciations in September 1954 (commonly known as the F. H.) abruptly rescinded 
the provisions of the convention under which the operations of the Swiss manu- 
facturers were controlled. I would like to file a copy of this order of rescission 
with the committee. 

This change in Swiss policy followed closely upon the decision of the President 
in July 1954 to increase rates of duty upon imported watch movements pursuant 
to recommendations of the Tariff Commission and following an intensive inves- 
tigation of the effect of imports on the domestic industry under the provisions 
of the escape clause of the Reciprocal Trade Agreements Act. Immediately 
thereafter Swiss manufacturers began to develop ingenious methods of produc- 
ing various types of watch movements susceptible of easy upjeweling after impor- 
tation into ‘the United States. These developments are now so numerous that 
the door is opened to widespread evasions of customs duties, 

The Treasury Department, through the Bureau of Customs, was made aware 
of the removal of the ban on the manufacture of Swiss watch movements intended 
to be upjeweled and that some importers were planning to avail themselves of 
this opportunity to introduce into the American market large quantities of 
watch movements upjeweled to contain 21, 23, 25, or even more jewels. 

The first of these new devices, known as Duo-F ix, was presented to the Treasury 
Department by an importer for ruling last October. All individual watch 
jmporters, the importers’ trade association. and the domestic manufacturers 
were afforded an opportunity to present their views and legal briefs to the 
Bureau of Customs prior to decision. After full consideration of the question, 
the Treasury Department, in March of this year, published a ruling notifying 
importers that watch movements containing the Duo-Fix device or similar 
contrivances fell within the provisions of paragraph 367 (i) as “substitutes for 
jewels” and that in assessing duties such devices would be counted as jewels. 
This ruling became effective last month. 

However, almost immediately following the Treasury decision other devices 
or artifices were conceived in an attempt to circumvent the language and scope 
of the departmental decision. A number of these have been presented to the 
Bureau of Customs and the Treasury Department by importers for ruling as to 
whether they are covered by the departmental decision of March 1955. If any 
of these devices are held to be outside of the existing statutory language, watch 
movements containing that device will immediately be imported in large quan- 
tities and upjeweled watches will aggravate the existing unsettled market condi- 
tions. If the devices are all disapproved, then new and entirely different engi- 
neering contrivances will be incorporated into watch movements in a continual 
effort to circumvent the statute and the rulings of the Treasury Department. 

Importers also have declared that the ruling of the Treasury Department 
concerning upjeweling will be the subject of litigation and it is certain that 
importers and agencies of the Government will be involved in judicial proceedings 
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for many years unless the Congress puts an end to the varied and ingenious 
attempts to circumvent the provisions of existing law. 

Such evasions of the statute threaten the already unstable condition of the 
domestic watch industry, the jobs of its remaining employees, and are inimical 
to the requirements of our national security. The companies comprising this 
association are of the unanimous view that the legislation contemplated by 
H. R. 7466 and 7467 is not only vital to preserve the benefits of the action of the 
President in July of last year under the escape clause provisions of the Recip- 
rocal Trade Agreements Act, but are necessary to prevent the industry from 
being placed in an even worse position than before that action. 

The American watch industry has been driven completely out of the T- 
and 15-jewel watch market by Swiss watches made with labor costing about 
one-third of rates in the American industry. It is rapidly being driven out 
of the 17-jewel market. The Tariff Commission report of May 1954 shows that 
in 1953 American producers had only 11.6 percent of the American market for 
17-jewel watches. Its total production of 17-jewel watches was only 1,110,000 as 
compared with imports of 8,432,000. 

Obviously, the four American companies cannot live upon such a small share 
of the market. If it were not for the production of watches containing more 
than 17 jewels, the industry would have disappeared some years ago. They 
have sought for years, in every way possible, to develop the market for over 
17-jewel watches by advertising and promotion, because they were driven to 
depend upon that market for their existence. Now, through the upjeweling 
device, the importers are seeking to take over this last area. If this were 
permitted then the efforts which are underway to rebuild a healthy American 
watch industry would be completely undermined. 

We have previously touched upon the point of the essentiality of the domestic 
jeweled watch industry to our national security. Evasions of Tariff Act pro- 
visions directly affect the capacity of the domestic industry to respond to 
national security demands. A continued healthy existence of the domestic 
jeweled watch industry in the United States is intimately connected with the 
maintenance of adequate tariffs applicable to imported watch movements. 
Unless the uncertainty created by repeated attempts to circumvent existing law 
be reduced or eliminated, the industry would find it difficult to maintain facili- 
ties and production volume at the level of efficiency which is essential to rapid 
conversion for national security needs. 

We are grateful to the committee for the opportunity to appear in support 
of these bills. The association also appreciates greatly the fair, prompt, and 
comprehensive action of the Treasury Department in promulgating the decision 
of March 1955. This departmental action is sound and is in accordance with the 
intent and purpose of the Congress in enacting paragraph 367 of the Tariff 
Act of 1930. However, the ingenuity of foreign watch manufacturers leads 
us to believe that only legislation along the lines of H. R. 7466 and 7467 is 
capable of providing a permanent means of reducing or eliminating evasions of 
existing law. H. R. 7466 and 7467 would admirably prevent many conceivable 
types or kinds of evasion insofar as upjeweling is concerned. The association 
wholeheartedly joins with the executive department in urging the adoption of 
these bills. 


The Cuarrman. We will now hear from Mr. Ralph Lazrus. 


Mr. Lazrus, will you please give your full name and the capacity 
in which you appear for the record ? 


STATEMENT OF RALPH LAZRUS ON BEHALF OF THE AMERICAN 
WATCH ASSOCIATION 


Mr. Lazrus. My name is Ralph Lazrus. I am testifying today in 
opposition to H. R. 7466 and H. R. 7467 on behalf of the American 
Watch Association, which is located at 39 Broadway, New York City. 

The American Watch Association is composed of over 50 leading 
American firms who import Swiss watch movements, assemble them 
in this country, and sell finished watches from coast to coast. 

Mr. Typines. Mr. Chairman, may I address the Chair for a moment ? 
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Mr. Foranp (presiding). Yes. 

Mr. Typrnes. The other side quite properly have had all their time 
up to now, and for the most part they have addressed themselves to a 
reasonably full committee. Now that the opposition wants to present 
its argument, we feel somewhat at a loss when we do not have very 
many of the committee members present to hear us. They may have 
been impressed by the arguments of the opposition. I know the House 
is busy. I am not saying this in the spirit of criticism. But the jury 
has only heard one side of the case. They are all busy men. And it 
seems to us we ought to have a little fuller attendance when our side 
of the case is presented, as was possible on the other side. 

I submit that for the Chair’s consideration. 

Mr. Foranp. I think the Senator has a good point. 

Mr. Epsernarrer. Mr. Chairman, I quite agree with Senator 
Tydings that we should have more members present when the oppo- 
nents of this legislation wish to present their case. But, of course, in 
the absence of the chairman I do not know what we can do unless we 
have an expression of the members here. Insofar as I am concerned, I 
would rather postpone the continuance of the hearings until tomor- 
row morning at 10 o’clock. Of course, I do not know how the Chair 
feels or the other members present feel. 

Mr. Byrnes. There is nothing that we who are here can do to force 
the absentees to be present at any particular point, either this after- 
noon or tomorrow morning. I would suggest, though, Mr. Chair- 
man, in view of the absence of the regular Saaen of the committee, 
who has gone to answer to his name, that we at least proceed until he 
comes back. I do not think any decision should be made in his absence. 

Mr. Typrnes. May I address the Chair again? There are only 
four members of the committee present. Obviously the committee is 
going to be influenced by the testimony adduced here by the respective 
witnesses on both sides of this question. These are the closing days 
of the session. Having been a Member myself, I know how busy every 
one of you men are at this particular time. Therefore, it seems to 
me that we are entitled to have our case considered by as many mem- 
bers of the committee as were here during the presentation of the 
case on the other side. 

To do less than that would not give us the kind of hearing in the 
American tradition to which we are entitled. And I respectfully sub- 
mit that we ought to take a recess until such time as a reasonable 
number of the committee can be present, at least a quorum. Other- 
wise, we feel that the members have heard one side of the case, and 
they are very busy, and they will have never heard the other side 
when they come to vote on the bill. nor will they have time to read 
this voluminous record. 

Mr. Foranp. Under the circumstances, the acting chairman is go- 
ing to declare a recess until the chairman returns here, so that the 
question can be settled. 

(Short recess. ) 

The Cuamrman. The committee will be in order. 

You are recognized, Mr. Lazrus, and may proceed with your state- 
ment. 

Mr. Typrngs. May I address the committee for a moment. 

The Coamman. What is it, Senator ? 
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Mr. Typines. During the presentation of those who favored the 
bill, there was a large attendance of the members of the Committee 
on Ways and Means. As this matter involves millions of dollars to 
those I represent, I respectfully suggest to the Chair that it seems 
to me it would be somewhat unfair for our people to have to present 
their evidence when only a few members are present, because I know 
in the closing days of Congress it will be very difficult for the members 
of this committee to find time to read the record, so burdensome are 
their duties at such a time. 

I would request the Chair to give us a little more time until we can 
get a larger attendance of the committee, so that they may hear, as 
they have already heard the other side, our side of this picture. 

The CHatrman. Senator, the action of the committee was to hold 
not to exceed 2 days of hearings, at the request of the opposition to 
this bill, and that is what we are doing. So we will have to continue. 

Go ahead. 

Mr. Foranp. Mr. Chairman, I think that agreement was right. 
We intended to have 2 days. But we did not expect those who were in 
favor of the bill to take up all the time. I think there is a point of 
justice here involved, and I think in fairness that the opposition should 
be given as much time as the proponents of the bill. 

The CHarrman. Well, we have tried to operate as fairly as we 
know how. 

Go ahead, Mr. Lazrus. 

Mr. Lazrus. I want to emphasize at the outset that the issues raised 
by the legislation now before this committee, do not reflect a dispute 
between the Swiss and the American manufacturers. Rather, this 
legislation would have its primary impact on a competitive trade fight 
between two segments of the American watch industry. 

The truth is that of every dollar spent at retail for a so-called Swiss 
watch aoe 15 cents goes to Switzerland. The remaining 85 cents 
stays in this country to pay for the cases, dials, bands, bracelets, 
assembly and timing, packaging, advertising, distribution, wholesale 
and retail margins—and, of course, taxes and duties. 

The business of importing, assembling and merchandising Swiss 
watches in this country is truly an American enterprise. Millions of 
dollars of American capital are invested in these companies which 
employ tens of thousands of skilled American workers. Surely, these 
Americans deserve the same consideration from their Government as 
the stockholders and employees of the four domestic jeweled watch 
manufacturers, who would be the sole beneficiaries of this legislation. 

Mr. Chairman, this measure has been presented as a mere technical 
change in the statute affecting only a minor portion of the market. 
But this is not the case. The truth is that passage of the pendin 
legislation would have a major and lasting impact on the entire wate 
market. It would deny the several hundred American importer- 
asembler firms the opportunity to compete with four domestic pro- 
ducers, for importers would be unable to offer jewelry stores a full 
line of popularly priced products as the retailers demand. It would 
hurt consumers, who would be restricted in their choice of watches 
and, consequently, ultimately be forced to pay higher prices. And it 
would introduce an entirely new concept of customs regulation by 
thwarting the basic right of all importers to design their merchandise 
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to make it dutiable at the lowest rate and to subsequently remanufac- 
ture it after importation. 

In order for the committee to appreciate the drastic nature of the 
proposed legislation, the importance of the so-called upjeweling oper- 
ation must be understood. For this reason, I must briefly review the 
basic watch tariff structure and marketing conditions in the industry. 
As you know, there is a basic duty rate depending on the size of the 
movement, plus an additional assessment of 1314 cents per jewel for 
each additional jewel from 7 jewels up to 17 jewels. At this point, 
however, the duty jumps illogically and sharply. The duty on an 
average 17-jewel movement is about $3.50; but for a movement con- 
taining 18 jewels or more, the rate nearly triples—to $10.75. 

While it is difficult to understand the logic behind this exorbitant 
rate, which has never been changed since passage of the Smoot-Hawley 
Tariff Act, the fact is that in 1930 it was of very slight importance. 
In those days, only a relatively few movements produced either in 
this country or abroad contained more than 17 jewels, and these were 
very fine and expensive watches, 

Today, however, this situation has shifted radically. Because of 
the greater tariff protection given higher jewel movements, the do- 
mestic watch industry has been shifting its popular-priced, mass- 
produced watches to a steadily rising jewel count. At the time of the 
1936 United States-Swiss Trade Agreement, for example, 60 percent 
of domestic output was composed of watches containing 15 jewels or 
less. Today, these lower-jeweled movements account for under 2 per- 
cent of United States production of jewel lever watches. Virtually 
all domestic manufacturing is composed of 17-jewel movements 
(where United States producers can compete on most favorable terms 
as a result of last year’s tariff increase) and in more-than-17-jewel 
watches (where the exorbitant $10.75 duty prevails). 

In 1953 (the most recent year for which figures are available), the 
domestic manufacturers produced more than 23 times as many 19-, 
21-, and 23-jewel watches as they turned out at the time of the 1936 
trade agreement, when high-jewel movements represented only 4 per- 
cent of United States production. In 1953 more than half of j hehe 
output was in the above-17-jewel category, and at the present time, 
this percentage is unquestionably higher since 1 domestic manufac- 
turer has shifted his production entirely to over-17-jewel watches and 
the other United States producers have also continued to place in- 
creasing sales emphasis on high-jewel movements. 

And I would like to insert here, after listening to some of the testi- 
mony this morning, that when Congress provides protection which 
has no basis in costs—in this case, $7 for additional manufacturing 
operations which Mr. Bulova testified only cost 20 cents—naturally, 
the domestic producers will shift their styles to take advantage of 
these duties. The consumer is the one who takes the beating; he pays 


nh 


$15 or $20 for the 20-cent added cost, because of the monopoly granted 
by the tariff. 

On the other hand, since the Smoot-Hawley Act of 1930, when the 
$10.75 rate was first imposed, watches containing more than 17 jewels 
have never comprised over one-tenth of 1 percent of total imports— 
and the few high-jewel movements that aha been imported were, 
naturally, very expensive. So far as popular-priced watches were 
concerned, the rate has been prohibitive. 
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To take advantage of this virtual monoply situation, domestic pro- 
ducers have entered upon a vigorous advertising and sales promotion 
campaign within the past few years to create consumer preference for 
above 17 jewel watches. Appendix A shows typical current news- 
paper and radio-TV advertising for these high-jewel movements. 
Domestic manufacturers also prominently identify the high-jewel 
count of their products on watch boxes and dials and on point-of- 
purchase displays in retail outlets. 

Domestic manufacturers have been selling their high-jewel watches 
at prices competitive with imported 17-jewel movements. Last year, 
for example, the Bulova Watch Co. introduced a line of 23-jewel, self- 
winding watches with a list price of only $50.50. This was competi- 
tive with lowest prices at which any importer-assembler company was 
offering a 17-jewel, self-winding movement, and had a major impact 
on the market. Bulova and the other domestic producers can offer 
high-jewel movements at prices competitive with 17-jewel imports 
because it costs very little more (about 30 cents) to manufacture a 
23-jewel rather than a 17-jewel watch. And with reference to those 
figures, if one will look at the report of the Tariff Commission for 
June 1952, or if you question the staff of the Tariff Commission, it 
will be found that these costs can be verified. 

The high-jewel market is no longer restricted to the fine, expensive 
watches which Congress contemplated when it passed the 1930 Tariff 
Act. Today, it has become the mass market for domestically pro- 
duced, popular-priced watches. 

Consumers are naturally attracted by the continual stress on jewel 
count in advertising by domestic producers, and jewelers feel they must 
carry a full line of merchandise to satisfy the public. This has posed 
a fundamental threat to sales by importer-assembler companies. 

Most jewelry stores cannot afford to carry all popular makes of 
watches, so they tend to purchase those brands which offer a full line 
including both low-jewel and high-jewel movements. Importer- 
assembler companies were faced with a distinct disadvantage in trying 
to sell to enelieg stores unless they were able to offer a full line of 
products, including over-17-jewel watches. 

In view of the prohibitive $10.75 duty, the only practical method 
by which they could offer high-jewel watches at competitive prices 
was—and is—to import 17-jewel movements and remanufacture them 
in this country to increase their jewel count. 

The so-called upjeweling process is simple in concept, but quite 
difficult in execution. It is a skillful, somewhat costly operation, fre- 
auently involving disassembly of the imported movement, removal 
of brass bushings and replacement by extremely small and precise 
jewel bearings; reassembly; timing, and regulation. To utilize this 
conversion technique, importer-assembler firms have added to their 
skilled work force and additional men and women are thereby trained 
for work involving microscopic tolerances. ; 

Experience indicates that the remanufacturing process costs be- 
tween $1 and $2 per movement—depending upon the style and struc- 
ture of the watch, the number of jewels to be added and the extent to 
which the movement must be disassembled and reprocessed. This 
compares, as previously mentioned, with only 30 cents required by the 
domestic manufacturers to build a 23-jewel, instead of a 17-jewel 
watch. However, despite the additional costs—and lower profits— 
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on these high-jewel movements, importer-assemblers are convinced 
that the future of their businesses requires them to be able to carry on 
these operations. 

In effect. the domestic manufacturers have projected the watch in- 
dustry into a “jewel count race,” much as the automobile companies 
have been “selling horsepower.” If the Government were to prohibit 
importers from competing in the popular-priced watch market over 
17 jewels, they would be in the position of an auto company b petty 
by Government decree from manufacturing a popular-priced car with 
more than 100 horsepower. In a competitive market, it is obvious 
that such a company could not survive very long. 

The technique of remanufacturing watch movements to a higher 
jewel count is not new. As a matter of fact, upjeweling has been per- 
formed in this country, from time to time, for more than 25 years. 
As early as 1933 the courts specifically upheld the right of importers 
to convert movements in this country to a higher jewel count without 
paying higher duties. 

And I would like to insert this: that I believe that if the Ways and 
Means Committee will look into the record of the court hearing re- 
ferred to in the testimony of Mr. Bulova, it will disclose that Mr. 
Bulova, contrary to the testimony he gave today, upjeweled those 
watches. And if given sufficient time, I believe I could bring watch- 
makers in here who upjeweled those watches in his plant. 

However, the total number of movements which have been converted 
remained relatively small because the Swiss watch manufacturers, for 
= years, tried to prevent purchasers from remanufacturing their 
products. In September of 1954, the Swiss modified their position, 
and no longer object to upjeweling of their products. 

And I would like to insert that an antitrust action was brought 
against the Swiss and against the importers of watches in America 
because our Government criticized the position of the Swiss, and one 
of the factors that was given on the inquiry into that antitrust action 
was this restriction on upjeweling. Naturally, it was removed. 

The factors which caused the Swiss to reevaluate their earlier posi- 
tion were as follows: 

First, it is important to recognize that the Swiss are acutely con- 
cerned with maintaining the quality of their workmanship, and have 
traditionally stressed the inherent value of Swiss watch movements. 
They thought that some American importers might not maintain these 
quality standards in handling the remanufacturing necessary for con- 
version and that the reputation of Swiss watches would thereby suffer. 
However, the conversion techniques have been vastly improved within 
recent years so there is no longer any doubt that the quality of Swiss 
movements will be preserved. 

Another important factor in the Swiss reconsideration of their posi- 
tion was the drastic shift in the American watch market in recent 
years. The Swiss were naturally familiar with the fact that United 
States manufacturers have been deliberately attempting to make the 
consuming public “jewel-count conscious” and thus creating a demand 
for 19, 21, and 23-jewel watches. They recognize that their basic 
market for movements containing 17 jewels and less would dwindle 
if American importer-assemblers were unable to round out their lines. 

As a result, the Swiss have abandoned their earlier objections to re- 
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manufacture, and many importers are now converting a proportion 
of their movements to more than 17 jewels. I want to emphasize as 
forcefully as I can that the manufacturing process by which this is 
performed is in no way an evasion of the tariff act, nor is it a decep- 
tion, nor does it take advantage of a loophole in the law. 

Now, Mr. Chairman, I would like to depart briefly from my pre- 
pared text to discuss a basic misconception of the upjeweling problem 
that was conveyed to this committee yesterday, perhaps inadvertently, 
by Mr. Rose and Mr. Kalijarvi. Both of these gentlemen referred 
to upjeweling as if it were a new practice, a new gimmick invented 
by the importers in order to frustrate the purposes of the tariff act. 
Actually, nothing could be further from the truth. 

It is most important that you gentlemen understand that upjewel- 
ing was being performed on a major scale by American watch im- 
porters at the time that Congress passed the 1930 Tariff Act. Among 
the leading importers who engaged in upjeweling on thousands of 
movements in those days was the Bulova Watch Co., whose chairman 
today finds it to his commercial interest to reverse his stand on this 
subject. 

The practice of remanufacturing watch movements to increase the 
jewel count was not only prevalent in 1930 when Congress approved 
the _ system of basing duties on jewel count; it was also being 
performed by many companies when the United States-Swiss trade 
agreement was approved in 1936; and it was thoroughly tested and 
upheld in court decisions during the early 1930’s. 

Therefore, you should understand that the Congress, the executive 
agencies, and the courts were all familiar with the practice of up- 
jeweling when the present tariff structure was established. Perhaps 
Mr. Rose or Mr. Kalijarvi did not know about these operations, which 
were subsequently curtailed for many years; but their predecessors 
who were in office at the time the customs structure was written knew 
all about them. 

It is thus ridiculous to refer to “upjeweling” as an evasion of the 
intent of Congress in poe the law, or as a loophole which has 
recently been developed. Actually, watch importers are merely fol- 
lowing a remanufacturing process which was widely practiced at the 
time the tariff act was written, and which has been practiced from 
time to time ever since. To view this matter as something new and 
startling, as something which requires immediate congressional at- 
tention because of its deceptive nature and startling impact, is com- 
pletely erroneous. Congress should not be stampeded into action 
in an area where careful study is urgently needed, on the basis of such 
a misunderstanding of fact. 

Returning now to my prepared statement : 

Actually, the technique of upjeweling has been known throughout 
the watch trade and by customs officials for more than 25 years. It 
has been thoroughly tested and consistently upheld by the courts, and 
is in keeping with the letter and spirit of the tariff act as it applies 
not only to watches but to all other imported items. 

For more than 70 years, it has been axiomatic in customs law that a 
manufacturer or importer may fashion his merchandise to make it 
dutiable at the lowest rate. It is equally clear that duties must be 
determined by the condition of the merchandise at the time it is im- 
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ported, rather than on the basis of what happens to the merchandise 
after it has been received in this country. The classic statements of 
these rules are found in two leading Supreme Court decisions Merritt 
v. Welsh (1881) and U.S. v. Citroen (1911) ). 

In Merritt v. Welsh, an importer of sugar, by use of more than the 
necessary amount of molasses in the manufacturing process, darkened 
the sugar’s color for the express purpose of obtaining a lower duty. 
The Court said: 


It may be that our tariff of duties is evaded by giving to sugars, in the process 
of manufacture, a low grade of color. If this be so, it is no more than every 
manufacturer does; namely, to so manufacture his goods as to avoid the burden 
of higher duties, provided he can do it without injuring their marketability, or 
injuring it less than the duties involved. So long as no deception is practiced, 
so long as the goods are truly invoiced and freely and honestly exposed to the 
officers of the customs for their examination, no fraud is committed, no penalty 


is incurred. 

In the Citroen case, the Court found that a perviously strung, 
matched set of pearls may be unstrung and imported separately to 
avoid payment of the higher rate applicable to the classification of 
“pearls set or unstrung.” The Court stated that: 


* * * the dutiable classification of articles imported must be ascertained by 
an examination of the imported article itself in the condition in which it is 


imported. 

The vitality of these rules has continued undiminished down to the 
present. Iam nota lawyer, Mr. Chairman, but Mr. William Fox, who 
serves as counsel for our association on customs matters, will go into 
these legal precedents when he testifies before this committee. 

The Court rulings to which I have referred are based upon com- 
pelling consideration of policy and serve a very practical function 
in customs administration. Uniform and expeditious administration 
of the customs laws would be quite impossible if the classification of 
merchandies turned predominantly on the importer’s intent; and it 
would be equally burdensome and inconsistent if customs officials were 
required to pursue imported goods through any and all later trans- 
formations, whether it might be the stringing of particular pearls or 
the remanufacture of a certain watch. 

The pending legislation would introduce an entirely new concept 
into customs law. Under these bills, duties would be assessed not on 
the basis of the condition of the merchandise as it enters the country, 
but upon the intent of the importer to convert his merchandise into 
some other form. The final duty would not be assessed on the basis of 
the number of jewels or substitutes for jewels contained in a watth 
movement at the time of its arrival at the port of entry; instead, it 
would be assessed on the basis of what happens to the watch—or what 
the customs officials think will happen to the watch—during the next 
3 years. 

‘Obviously, this is a new and startling idea. It would have its 
counterpart in virtually every importing industry—in the dress in- 
dustry, for example, where lace is generally imported separately and 
then attached to the imported dresses to minimize tariff; in the elec- 
trical industry, where parts of machinery are frequently imported 
rather than assembled motors, and so forth. 

Of course, the new concept of basing tariffs on intent could also be 
applied against United States exporters, who also have traditionally 
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designed their merchandise so as to minimize the applicable duties in 
foreign countries. American automobiles, for example, are frequently 
shipped in a knocked-down condition, then sebastien abroad so as 
to minimize the overseas duty. 

If the Congress begins to tamper with the methods of assessing 
tariffs in the watch industry, it is inviting scores of petitions for sim- 
ilar actions by protectionist groups in other industries. And, of 
course, other nations may be expected to follow suit in using an 

“intent” basis for assessing American imports. 

The inevitable result would be an increase in tariffs generally, and 
decreased flow of commerce throughout the world. 

Now, Mr. Chairman, we feel that barriers to world trade—whether 
in the form of higher tariff rates or so-called technical changes in the 
customs law which have the same effect—should be avoided unless 
there is some overwhelming reason why they must be imposed. We 
feel that in this case there is no important consideration requiring 
passage. Contrarily, we feel that there are many compelling argu- 
ments against such action: 

First, it seems to us that the experience of the past 8 months, during 
which “upjeweling” operations have been siateicnied sheds consid- 


erable light on the question of whether upjeweling will actually injure 
the domestic manufacturers, and whether importers will “flood the 
market” with these high-jewel movements. 

Appendix B contains a month- by-month breakdown of imports since 
the resumption of “upjeweling” last September, compared with pre- 
vious years. It shows total watch imports, as well as imports of 17- 
jewel movements—the movements which are converted in part to 


higher jewel count. 

The figures show that since last September, total imports are down 
25.6 percent compared with the previous year; imports of 17-jewel 
movements, the ones in which the upjeweled are included, are down 
34.3 percent. During the’ first 4 months of this year, total imports 
are down 13.5 percent compared with 1954 and 35.4 percent compared 
with 1953; 17-jewel imports are down by 26.8 percent since 1954 and 
43.4 percent since 1953. 

Now, these figures are gotten from the Department of Commerce. 
We have heard testimony this morning to the contrary. I suggest 
that the committee ask the Department of Commerce to furnish these 
figures, from which I have gotten my figures, and they are the ones 
we goby. They have the record of the imports. 

In ev ery month, the drop in 17 -jewel imports has been greater than 
the drop in total imports. Clearly, importers have not been concen- 
trating their operations on “upjeweled” movements. 

The truth is that importers would prefer not to engage in remanu- 
facturing to higher jewel count for the very simple fact that it is 
costly. As we mentioned previously, it costs us between a dollar and 
$2 to disassemble a movement, change the jewel bearings, and 
reassemble and time the watch. The domestic manufacturers can per- 
form the same operation in the course of producing the watch for about 
20 cents. Therefore, importers are placed at a cost disadvantage, and 
since the watches containing more than 17 jewels sell in the same price 
range as 17-jewel watches, importers would prefer to sell 17-jewel 
watches where their profit margins are larger. However, we must be 
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permitted to offer at least a few of these watches, at competitive prices, 
or our customers will drop our entire lines. 

Now, the question logically arises as to whether our “upjeweling” 
operations have injured the domestic manufacturers. While we do not 
have the month-by-month breakdown of their production, we have 
been told that their output has increased somewhat this year com- 
pared with last year. May we respectfully suggest that this com- 
mittee should obtain from the Commerce Department a breakdown 
of these figures showing both total domestic jeweled watch production 
and domestic production of over-17-jewel movements, compared with 
last year. We believe these figures will bear out our contention that 
“upjeweling” by importers has not injured domestic producers. 

Moreover, published figures demonstrate that the domestic manu- 
facturers are making excellent profits. Appendix C shows the sales, 
profits, assets, and working capital for Hamilton, Bulova, and Elgin 
from 1937, the year following the signing of the United States- 
Swiss Trade Agreement, to the present. The figures show a health 
growth and steady profits. Certainly, last year’s sultan chia 
totaled $6 million for these companies—do not indicate that the 
Government must step in to hand them a monopoly in an important 
segment of the watch market. They are doing exceedingly well 
already, while profits of importer-assembler firms dropped very sharp- 
ly last year. 

The pending legislation would impose enormous burdens on Amer- 
ican importer-assembler firms by holding them liable, over a 3-year 
period, for actions which may be taken by subsequent purchasers over 
whom they have no control. 

This legislation would not only place our operations under a cloud 
of doubt concerning our potential lability for future assessments, but 
it would be an administrative nightmare. It is certain to create more 
difficulties for the Customs Bureau than it could possibly solve. 
Surely, the only sound method of assessing merchandise is on the 
basis of its condition at the port of entry, rather than for the Gov- 
ernment to attempt to trace millions of imported movements to their 
subsequent purchasers over a 3-year period. 

Of course, the Government has already, within the past year, taken 
a series of drastic actions to aid the domestic manufacturer at the 
expense of American importer-assembler companies. The current 
legislative proposal to squeeze importer-assemblers out of the popular- 
priced, high-jewel watch market is merely the latest evidence of an 
apparently determined effort by the administration to guarantee 
healthy profits and an assured market for the domestic manufacturers. 

These actions are based on the questionable premise that the four- 
jeweled watch producers are essential to our national security—a 
premise that was flatly refuted by a long-suppressed 1954 Defense 
Department report which recommended against preferential Govern- 
ment treatment for these firms. But even if it is assumed for the 
sake of discussion that the domestic-jeweled watch manufacturers are 
vital to national defense, we believe that their ability to produce mili- 
tary items is in no way enhanced by a Government-imposed monopoly 
such as would be created for them by this legislation. 

Now, Mr. Chairman, we have explained why we feel that the pend- 
ing legislation involves a new concept in tariff administration which 
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opens a Pandora’s box to higher duties in many industries and per- 
haps in many countries. We have also shown that the practice of 
upjeweling is long established within the watch industry and is thor- 
oughly in keeping with customs practices under the Tariff Act. 
Finally, we have emphasized that a ban on remanufacturing would 
be a serious blow to American importer-assembler companies, and 
is not needed to preserve the domestic manufacturers who are now 
making peak profits. 

For all of these reasons, our conviction is that this committee should 
reject the pending legislation. 

At the same ain heen we do not want the members of this 
committee to feel we are taking a negative approach to the problem 
posed by the Treasury Department. Therefore, we wish to submit 
two alternative suggestions for further study by this committee. 


SUGGESTION 1 


As we have previously explained, the current practice of upjeweling 
is caused by the fact that importer-assemblers must be able to market 
high-jewel watches at celles prices, to meet competition, but the 
duty of $10.75 on movements containing more than 17 jewels is 
prohibitive. 

When Congress approved the $10.75 duty on over 17 jewel move- 
ments in 1930, the pattern of production and marketing in the watch 
industry was far different than it is today. In those days, the very 
fine, expensive pocket watches were the only high-jewel movements 
produced in this country, and Congress felt the $10.75 duty was 
necessary to give these high-priced movements adequate protection. 

As indicated previously, this situation has changed completely. 
Today, the mass market for domestic watches has shifted to the high- 
jewel category; domestic watches containing 19, 21, and 23 jewels 
sell in the same price brackets as 17-jewel imports. The high-jewel- 
count market is no longer restricted to the finer, costly movements such 
as was true in 1930. 

Therefore, the $10.75 duty rate on over-17-jewel movements is an 
anachronism. With no essential difference in quality between 17- 
jewel watches and 21-jewel watches, the only additional cost of man- 
ufacture is about 5 cents per jewel. Yet, for this minor added cost, 
the domestic manufacturer gets additional tariff protection of over $7. 

This is the heart of the “upjeweling” problem. There is no longer 
any reason why the 131% cents additional duty per jewel should stop 
at 17 jewels, and the duty rate suddenly triple to $10.75. The 1314 
cents added increment should continue into the high jewel brackets— 
a 21-jewel movement would be assessed at 54 cents more than a 17-jewel 
movement; a 25-jewel import would pay $1.08 more than 17-jewel 
movements; and so forth. 

Such a sensible elimination of the prohibitive $10.75 rate would 
be a realistic move in light of current conditions in the watch industry, 
and would have these advantages : 

(a) It would eliminate all upjeweling since importer-asserblers 
would no longer be forced to resort to costly remanufacturing opera- 
tions; 

(6) It would avoid imposing barriers to trade inherent in shifting 
the system of assessing duties from the present method of basing duty 
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classifications on an actual examination of imported merchandise to 
a vague and administratively difficult criteria based on the intent of 
the importer ; 

(c) It would increase revenues to the Government since importers 
would begin to bring in popular-priced, high-jewel movements which 
would pay larger duties than the current 17-jewel rate; and 

(d) It would give consumers the benefit of continued competition. 


SUGGESTION 2 


The principal complaint of the Treasury Department seems to be 
that certain watch movements are specifically designed to simplify the 
upjeweling process. The Treasury Department apparently feels that 
these movements, whose metal bushings can ieeility be replaced by 
jeweled bearings, are primarily intended to take advantage of a loop- 
hole in the Tariff Act. 

I must state that we disagree totally with this position. As we 
have pointed out, it is universal practice in all importing industries in 
all countries to fashion merchandise so as to fit the most advantageous 
duty classification. 

What concerns us most today, however, is not the charge that cer- 
tain imports may be designed specifically to ease upjeweling. Rather, 
it is the extremely drastic remedy being proposed by the Treasury De- 
partment. In order to avoid importation of what it considers move- 
ments specially designed for upjeweling, the Department is recom- 
mending that Congress remove the right of an American watch im- 
porter to remanufacture any of his merchandise for 3 years after 
receipt in this country. The prohibition is in no way limited to move- 
ments specially designed with the primary purpose of facilitating the 
substitution of jewels for metal bearings? The bills would, complete- 
ly, without justification, indiscriminately cover every imported move- 
ment. 

Treasury is singling out watch importers for a new scheme of assess- 
ing duties, a scheme which has unlimited possibilities as a device for 
curtailing imports of all types of merchandise. 

We feel as though the Department is proposing the use of an atom 
bomb to eliminate gnats. There is no doubt that it will be effective, 
but the damage inflicted would far surpass the benefits. 

If Congress agrees with the Treasury Department that there should 
be a prohibition on imported movements specially designed so as to 
simplify the conversion of metal elements into jewel bearings, legisla- 
tion should be drafted which meets this problem but does not under- 
mine the basic right of an American importer to process his mer- 
chandise after he has paid the proper duty and taken possession of his 
goods at the port of entry. 

Mr. Chairman, we are offering these two basic approaches to the 
problem posed by the administration in the firm hope the members of 
this committee will give them serious consideration should they feel 
that a loophole exists in the present statute. We are convinced that 
either of these approaches will eliminate the problem posed by the 
administration without inflicting the damage that would inevitably 
result from passage of H. R. 7466 or H. R. 7467. 

As I have stated, the Treasury proposal has drastic implications for 
eur industry. Although the bill departs completely from the prin- 
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ciples which have aways applied in the customs field, it was never dis- 
cussed with any watch importer. In fact, it did not come to our 
attention until the legislation was introduced last week. 

Our association has given the proposal considerable thought during 
the past few days, and I have tried to present some of the basic con- 
siderations. However, even in my own ony, we have been unable 
as yet to determine the full scope of its impact. I know that heads of 
other importer-assembler firms are equally disturbed about this matter, 
but because this hearing was scheduled on such short notice they have 
been unable to alter long-standing engagements so they might be here 
today to record their opposition. 

I hope that this committee, in the relatively few days remaining in 
the present session, will not try to rush through legislation of this 
complexity, adversely affecting so many American companies and 
their thousands of employees. We urge you to give the matter 
thorough consideration. 

Thank you. 

The Cuarrman. Does that complete your statement, Mr. Lazrus? 

Mr. Lazrus. That does, sir. 

The CHarrmMan. We thank you for your appearance and the in- 
formation given the committee. 

Any questions ? 

Mr. Epernarter. I have a question, Mr. Chairman. 

The Cuatrman. Mr. Eberharter of Pennsylvania will inquire. 

Mr. Epernarter. Mr. Lazrus, I noted particularly in your prepared 
statement your assertion that this would be a new concept insofar as 
the levying of a duty on imports was concerned. In other words, the 
practice has always been to levy the duty on the merchandise in the 
condition it is in when it arrives at the port of importation and not to 
assess the duty on the basis of what it may be later, what it may be 
converted into. That is your premise ¢ 

Mr. Lazrus. That is correct. 

Mr. Exsernarter. Taking into account the condition of the article at 
the time of aren for duty purposes has been the practice for 
many years. And you say that not only United States exporters but 
exporters in all other countries process their goods so that if possible 
they can get a lower rate of duty in the country to which exported. 

Mr. Lazrus. That is true. And as a matter of fact, with some of 
cur own export business to certain countries where there is a change 
in duty, we send our movements and our cases and our boxes separ: ately 
in order to get a lower rate of duty when we export to these countries. 

Mr. Epernarter. I think that is absolutely true, and I think it is 
legal. I think Mr. Rose admitted that premise the other day when he 
said that each case should rest on its own facts; and this proposal, this 
new concept, is being presented on the basis of the facts existing 
today. 

My thought is this. See if you agree with me. If we apply this 
new concept to watches, after they have arrived in their country, 
why shouldn’t many, many other importations of different articles 
have this new concept applied to them? And would the Customs 
Service not be flooded with requests to follow what is the intent of 
the importer later on with respect to other manufactured items being 
brought into this country ¢ 
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Mr. Lazrvs. I haven’t any doubt that that would be the case, and 
that is just what we expect would happen. Every protectionist in 
every field will seek special relief and special consideration. 

Mr. Esernarter. And then we would have to take into account 
what reprocessing is done after the item is imported into this coun- 
try, and then assess the duty on the item after it is reprocessed in this 
country. Is that correct? 

Mr. Lazrvus. That is correct. In this bill they even go further and 
hold us responsible for a 3-year period for what somebody else may 
do that I may have sold with good intent as a 17-jewel watch. If he 
undertook to reprocess it, it would become my responsibility, and my 
bond would be forfeited. 

Mr. Exvernarter. In other words, if you were to sell, say, a thousand 
or 10,000 watches that had been imported, to some distributor, then 
you would be responsible for 3 years if he resold those. And if they 
were resold 4 or 5 times, the original importer would continue to be 
responsible. ; 

Mr. Lazrus. I would be responsible, and I would have no recourse. 
There is no protection for me against what that gentleman does. 

Mr. Exseruarter. And you would have to pay. 

Mr. Lazrus. I would have to forfeit my bond. 

Mr. Exsernartrer. Do you think it would be possible to police such 
a problem ? 

Mr. Lazrus. I don’t know how we possibly could police it. It just 
frightens us to think of what our liability might be. 

Mr. Esernarter. And do you think the customs officials are quali- 
fied or capable to police it? 

Mr. Lazrvs. I haven’t the slightest idea, but I imagine it would 
add an enormous burden. 

Mr. Esernarter. That is all I care to ask, Mr. Chairman. 

The Cuarrman. Mr. Kean, of New Jersey, will inquire. 

Mr. Kean. Mr. Lazrus, I understand from your statement, here, 
that you agree in general with Mr. Bulova that there is very little 
difference in quality between a 17-jewel watch and a 21- and 23-jewel 
watch. 

Mr. Lazrus. A very modest difference. That is not true of every 
21-jewel watch, nor is it true of every 17-jewel watch, but as the 
watches are presently sold commercially, the commercial merchandise 
that is presently being offered, we consider that the 21-jewel quality 
is not any better than the 17-jewel quality. 

Mr. Kean. Why do your not advertise that fact? 

Mr. Lazrus. Well, I don’t know whether an 8-cylinder car is much 
better than a 6-cylinder car, and I do not know, when they speak 
of torque power, that there is anything there other than the induce- 
ment to the consumer to buy. It is only natural that we should try 
to induce the consumer to use our merchandise. And I have no objec- 
tion to the idea of trying to get the customer to change his old watch 
because he can now own a watch with more jewel count. But to take 
the 1930 act and impose it on the very rapid change in merchandising 
in the watch field and apply it to justify statements such as have been 
made here by officials and others—that’s a different thing. 

_ The truth of the matter is that there has been great emphasis and 
interest created in the public in watches of more than 17 jewels. And 
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with a $10.75 duty, in spite of previous testimony, the proof of the 
pudding is that they have not been imported and they cannot be 
imported. It is impossible to compete. 

When they speak of a $4 movement, that is the lowest price of move- 
ment of 17 jewels brought to this country. But there are many that 
cost $7, $8, and $9. Every watch that is brought in is not $4. And 
Mr. Bulova’s records will show his movements do not cost $4, nor do 
they average #4. 

The Cuarrman. Mr. Forand will inquire. 

Mr. Foranp. You were here the other day when I was asking ques- 
tions of Mr. Rose, and you just mentioned the 3-year hangover, so to 
speak, that there would be upon every importer as a guaranty that 
the watch would not be tampered with or upjeweled. You perhaps 
heard me ask Mr. Rose whether or not the interested people in the 
industry had been called in before his bill was introduced, and he 
said no, they had not. 

Now, is it your belief that if the industry was afforded an oppor- 
tunity to discuss this matter and go into it, you could arrive at some 
solution that would avoid the necessity of this legislation ? 

Mr. Lazrus. It certainly is. If we were given a broader opportu- 
nity, I think we could bring in much of the evidence to dispel some 
of the statements that were made here today. But it takes time to 
gather that information and go back into the archives of the years in 
the past and show just what has occurred in this industry over the 
years. I think we could convince the committee that it would be im- 
possible to continue to remain in the importing business over any 
extended period of time, on any such basis, as the market now is and 
as it will develop. There are some revisions necessary and some 
thought ought to be given as to how this thing is to be worked out. 
And certainly I can speak for the association in saying that we would 
be very happy to cooperate in seeing that there was an equitable 
arrangement. There is no advantage that we are seeking. We have 
not been in the Halls of Congress. We are not lobbying down here 
and have not been seeking any advantage for ourselves. We feel that 
we would like to see the domestic companies prosperous. They have 
been. And we are happy that they have been. I would be very un- 
happy if they were not. And I think it is important that we survive, 
too, and that this business grow and prosper over the years, and that 
it should be given an opportunity todo so. We are not anxious to put 
the domestic watch companies out of business. And there is no evi- 
dence that anything has hesieded in the —_ that has made it so. 

Mr. Foranp. But you believe this problem could be worked out with 
the Treasury ? 

Mr. Lazrus. Without question. As a matter of fact, even in the 
week that has been given us we have given that a great deal of thought, 
as evidenced by the two propositions which we placed before the 
committee. But we would be very happy to go deeply into the study 
of it there is a problem or any inequities anywhere along the line. 
These could be adjusted. This is not a case of just trying to gain an 
advantage. I do not think that the advantages that are gained or 
even would be gained by them will long survive. 

Mr. Foranp. Now, another point. You made mention of the court 
decision in the Bulova case, that I mentioned before when Mr. Bulova 
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was on the stand. Could you furnish the committee with a copy of 
that court decision ¢ 

Mr. Lazrus. I would be very happy to, if you will give us an 
opportunity to dig it out and get it to you. And I would really 
like to get a few watchmakers in here—because I am sure I can find 
them—who worked in the Bulova plant during that period of time, 
because I believe that testimony was in contradiction to the facts. 

Mr. Foranp. I have heard over a number of years now that such a 
court decision had been made. And if you are able to find it, I ask 
unanimous consent, Mr. Chairman, that it be inserted in the record of 
Mr. Lazrus’ remarks. 

The CHatrmMan. Without objection. 

(The material referred to was inserted previously and appears on 
p. 78.) 

The Cuarrman. Mr. Baker, of Tennessee, will inquire. 

Mr. Baxer. Mr. Lazrus, what percentage of imported movements 
are upjeweled after they arrive in the United States? 

Mr. Lazrus. I could only speak for my own company. 

Mr. Baxer. That will be satisfactory. 

Mr. Lazrvs. I do not have the figures for the industry. We are a 
strange industry, where nobody is willing to tell anybody else or any 
committee what anybody else is doing. And I think they are quite 
wrong. I have never hesitated to give the facts for our company. L 
think they are of advantage to the trade. 

We have been upjeweling for many years, and at no time in the 
history of our business have we upjeweled as much as 10 percent of 
our watches. It is very uneconomic for us to do so, because the cost is 
high. We find it very difficult to sell our merchandise of the up- 
jeweled type at prices competitive with Mr. Bulova, speaking of cost 
and retail price. We find it very difficult, almost impossible, and 
make less money on it than on anything else. They are the largest 
concern and spend more money for advertising their product, and 
therefore their product is more desirable than my own, when offered 
to a retailer for sale. I have a very difficult time. My price is no 
lower than his, and I have a tough time meeting that price. 

Mr. Baker. Was it 10 percent? 

Mr. Lazrus. Somewhat less than 10 percent. 

Mr. Baker. And that means that the other 90 percent of imported 
movements 

Mr. Lazrus. Are 17 jewel. 

Mr. Baker. Then does it follow that all of them that are above 17 
jewel are upjeweled ¢ 

Mr. Lazrvus. In our case they are all upjeweled with the exception 
of 500 watches which we imported this year complete, July 30. We 
imported 500 watches with 30 jewels in them. We did not attempt 
to convert those or to remanufacture them, because frankly we were 
looking for an extremely fine watch and in that case we do actually 
go into manufacturing processes. 

Mr. Baker. What does the 30-jewel watch sell for ? 

Mr. Lazrvus. It is quite expensive. I do not recall, but I am sure it 
is around $200. 

Mr. Baxer. Is there any requirement or law or anything else that 
you have to indicate on the outside of the watch that there is a Swiss 
movement on the inside ¢ 
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Mr. Lazrus. We are compelled to put “Swiss” I believe or “Swit- 
zerland” on the dial of our watches. 

Mr. Baker. Now? 

Mr. Lazrus. Yes, sir. I might show you. I have a Swiss watch. 
It does not happen to be my own make, but I might bring it up to you 
to see what I mean. 

Mr. Baxer. I did not know until recently that Hamilton had a 
Swiss movement. That is correct, isn’t it? 

Mr. Lazrus. They do import some Swiss watches both in the Hamil- 
ton and another brand which they call Hamilton Illinois. 

Mr. Baxer. I have a Hamilton self-winding that I bought last 
year. It was a fairly expensive watch. I did not know it had a 
Swiss movement until I had to have it cleaned, and on the inside of the 
movement itself it says, “Swiss.” 

Mr. Lazrvus. In the Hamilton make, the self-winding watches 
which they use, I believe—and they are here to speak for them- 
selves—are Swiss manufacture, although I think all their other Ham- 
ilton watches are domestically made, with the exception of the second- 
ary line which they sell under the name “Tllinois.” 

Mr. Baxer. As I get the story, they rather recently went into the 
self-winding field. 

Mr. Lazrus. Comparatively, yes. 

Mr. Baxer. Do you understand that all their self-winding watches 
are Swiss movements ? 

Mr. Lazrvus. To the best of my knowledge, that is so. 

Mr. Baxer. What do they pay for one of ‘those ? 

Mr. Lazrus. You would have to ask them, sir. 

Mr. Baxer. The movement I am talking about. 

Mr. Lazrus. You would have to get that information from them. 
I wouldn’t venture a guess. 

Mr. Baxer. Is that a trade secret ? 

Mr. Lazrvus. No, sir; but there are varying costs. You can make 
your movement, as Mr. Bulova says, for $4, but I have not been that 
competent. My movements cost me considers ably more, and they vary 
according to size and style. The self-winding movement usually costs 
around $8. 50. I speak of my own brand. Hamilton may have a 
better one and may spend more than that for theirs. 

Mr. Baxer. There is nothing in the law that requires you, when 
you advertise these fine watches, to say in the advertisement that it 

as a Swiss movement, or is there ? 

Mr. Lazrus. We do not advertise that they are Swiss. 

Mr. Baxer. Is there such a law? 

Mr. Lazrus. There is no law to compel us to do that. It would 
not matter. 

Mr. Baxer. I am not offering any criticism of you. 

The next question I want to ask, and then I will be finished, is: 
Do you enter into a specific agreement with a specific company in 
Switzerland permitting you to do this upjeweling after it gets here? 

Mr. Lazrus. We happen to have our own factory in Switzerland, 
and it is true that there were restrictions on upjeweling during a period 
of time. As I explained, if you were to ask me my judgment as to why 
they did that, I might even go so far as to believe that this was one 
of the pressures that the Bulova Watch Co., who has always been the 
lJargest importer of watches in the United "States, may have put on 
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them in order to further their own business. And Mr. Bulova is not 
past doing that sort of thing because in the recent antitrust action 
which was brought by this Government against our company, and 
Mr. Bulova, and several other importers of watches—that case is still 
pending—and also the Swiss, it came to our attention that he had 
many agreements that were more favorable to him than had ever 
been tendered to us. So I would not be surprised that that might 
have been thte result of the very pressure that he put on them in 
order to further his own manufacture in this country, though I have 
not any basis of fact. It is just a belief on my part. 

Mr. Baxer. Then you do not know the answer to my question, 
because you have your own company in Switzerland ? 

Mr. Lazrus. That is correct. 

The Cuatrman. Any further questions? 

Mr. McCarruy. Mr. Chairman. 

The Cuatrman. Mr. McCarthy, of Minnesota, will inquire. 

Mr. McCarruy. Did I understand you to say it was practically 
impossible to continue in the watch business if your source of supply 
was solely through import, since the increase in the tariff ? 

Mr. Lazrus. If this restriction were placed on us that is attempted 
by this bill and we had the further restriction of the higher rate of 
duty, I believe that it would be very difficult for us to continue 
profitably in the watch business. 

Mr. McCartrny. And the same would not be true of the person in 
the watch industry who had available to him American-produced 21- 
jewel watches? 

Mr. Lazrvus. Yes, that is true, and it has a great deal of evil attached 
to it. When there is a duty of $10.75, which is exorbitant, and it 
eliminates competition so that only a few firms have the benefit of 
producing such merchandise, there is a natural inclination—and it 
would be mine, too, if I were one of those firms—to concentrate on 
that area and get the highest possible price for such merchandise, to 
sell it in excess of what it should really be sold for. And I think it 
also would make me a very bad businessman and a loose one, because 
competition is what makes up good businessmen. 

It is only natural that when something costs 20 cents, and you can 
get the consumer to pay $15 or $20, as Mr. Bulova testified today, to 
concentrate in an area of that kind. Wouldn’t you do it if you were 
« manufacturer and you were protected by such a high rate of duty ? 

Mr. McCarruy. Mr. Lazrus, you sell 21-, 23-, and 25-jewel watches 
now ¢ 

Mr. Lazrus. Yes, sir. 

Mr. McCarruy. What is your source of supply ? 

Mr. Lazrus. We upjewel them. We remanufacture them. 

Mr. McCarruy. You remanufacture them ? 

Mr. Lazrus. Yes, sir. 

Mr. McCarruy. You do not purchase them from the American 
producers in 21, 23, or 25 jewels? 

Mr. Lazrus. We did purchase about 5,000 from the Waltham Watch 
Co. last year, but they have not been manufacturing watches for a 
long time. They, too, are importers of watches, though they have fa- 
cilities for manufacturing. And that merchandise was very unsatis- 
factory. We bought those watches for less than the duty from the 
Waltham Watch Co. In other words, we were able to purchase the 
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movement for less than the duty would cost us if we had to import 
them from abroad. 

Mr. McCarruy. Bulova produces high-jewel watches. Are they 
the only source in the United States for really good high-jewel 
watches? Are there any other manufacturers? 

Mr. Lazrus. Yes; Elgin and Hamilton. 

Mr. McCarruy. In what quantities? 

Mr. Lazrus. I have not any record of their figures, but I believe the 
Commerce Department has, and they are available. The Commerce 
Department has the figures, and perhaps even the Tariff Commission 
would have the figures on their manufacture. They are not available 
to us. When we had a hearing before the Tariff Commission, those 
figures were only given in confidence to the Tariff Commission. 

Mr. McCartruy. There is no producer who is not also a distributor ? 

Mr. Lazrus. No; there is none. 

Mr. McCarruy. So the man who is purely an importer could cer- 
tainly: be placed in a disadvantageous competitive position ? 

Mr. Lazrvus. Almost an impossible position. I can’t tell you what 
the impact of this new 23-jewel watch of Mr. Bulova’s was on our 
self-winding business. I would be glad to go back into the figures 
and give you a report to show how drastically we were affected by the 
introduction of that piece of merchandise into the market. There has 
to be an area of competition. 

I am sure it is not the intention of this committee, and I believe not 
even of those gentlemen on the committee who may be believers in the 
highest protection for the domestic industry, to diatiabh completely 
the importation of merchandise by anything as drastic as this 23-jewel 
watch was in its impact on this industry. 

Mr. McCarruy. Previous to the 50-percent increase in tariff in 
your operations, did you make a reasonable profit on the 17-jewel, the 

ow-jewel watches, and also on the 21, the higher jewel watches? 

Mr. Lazrus. We make a higher percentage of profit in our case on 
the 17-jewel watch than we do on the watches we upjewel, because it 
costs us from $1 to $2 to upjewel these watches. 

Mr. McCarrny. And since the increase in the tariff, that differen- 
tial has been greatly reduced, I assume. 

Mr. Lazrvus. Actually not, because we have the increased tariff to 
pay on the 17-jewel watches, and the testimony that we have not been 
affected and that this industry is not affected by the higher duty is 
not correct. 

First of all, there has been a drastic reduction in the importation of 
watches which has been continuous until May of this year. I am going 
to tell you why there was a slight increase in May. It was due to the 
fact that we boldly, in an effort to regain some of our customers and to 
reestablish our watch business, greatly reduced the price of our watch 
so that they were again being sold in certain areas at the prices that 
were established before the increase in the tariff. Our sales imme- 
diately spurted as a result of that reduction in price. It made a dif- 
ference of $200,000 worth of profit to us. We lost money on the trans- 
action, but it proved to us how effective this tariff has been in ham- 
pering our business. 

Mr. McCarrtuy. One final question : Is there any indication yet that 
the 50 percent increase in tariff has encouraged the manufacture in 
the United States of 17-jewel watches? 
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Mr. Lazrvus. The domestic manufacturers, with the exception of 
Bulova, have always offered a full line of watches from 17-jewel, 19- 
jewel, and 21-jewel. The only reason they do not have the 23-jewel is 
that they do not manufacture the self-winding watch here, and it is 
only in the self-winding watch that you can have 23 jewels, but within 
the category of the merchandise that they do manufacture domestical- 
ly they have sold them in all jewel counts and they manufacture in all 
jewel counts, and I think that their sales would probably prove to be 
substantially in relationship to my own, and a great many of the 
watches that they sell are 17 jewels. 

It is only due to the fact that Bulova is a manufacturer here and 
abroad, and has very large facilities abroad, and has always been, even 
before he manufactured domestically, the largest importer of watches 
from Switzerland, that he makes, of course, the 17-jewel watches 
abroad and concentrates all his domestic operation, his business in 
America, on the upjewel watches where he has an opportunity to get 
$20 or $15 for something that costs him 20 cents. 

Mr. McCarrny. So far as the argument regarding defense needs 
of the country is concerned, if the effect of the tariff increase was to 
encourage the manufacture of 17-jewel watches, would there be some 
justification for a reduction in the tariff on the 21-jewel importation ? 

Mr. Lazrvs. I think definitely that there would be. 

Mr. McCarrny. Since the testimony we had this morning from 
Mr. Bulova was that the movement itself, as far as machining, was the 
same in the 17 as in the 21 and 23. 

Mr. Lazrvs. Yes. 

Mr. Baxer. Mr. Chairman. 

The Cuatrman. Mr. Baker. 

Mr. Baxer. You said something to the effect that self-winding 
watches represent a fairly new field. Are all of the so-called better 
ones, like Hamilton, 23-jewel ones, the higher priced ones? 

Mr. Lazrvs. I have not seen any self-winding watches of Hamilton 
in 23 jewel. 

Mr. Baker. You said something awhile ago about their importing 
the movements, because they do not make 23-jewel movements, didn’t 
you say that ? 

Mr. Lazrus. I was not clear then. What I meant to say was that 
they import all their self-winding watches because they do not make 
them domestically. 

Mr. Baker. Self-winding movements? 

Mr. Lazrvs. Yes. Since the 23-jewel watch can only be made in 
the self-winding, because the self-winding device takes jewels, they 
do not make a 23-jewel watch domestically. 

Mr. Baker. We want to get to the next witness. But now in the 
higher — range of self-winding, that is, Swiss movement, is that 
23 jewels generally speaking ? 

Mr. Lazrus. No. They are usually 17-jewel. There are some that 
are upjeweled. It is only a modest amount, as I pointed out. Maybe 
8 or 10 percent of the production is upjeweled. 

Mr. Baxer. I was trying to find out whether Hamilton does it, too. 

Mr. Lazrvus. I do not know whether Hamilton does it. I will not 


testify as to what Hamilton does, because I do not know what they 
do. 
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Mr. Karsten. Mr. Chairman, may I ask a question? 

The Cuarman. Mr. Karsten, of Missouri, will inquire. 

Mr. Karsten. On January 10, the President submitted a report to 
Congress on foreign economic policy, in which he said: 

Considerable progress has been made in freeing imports from unnecessary 
customs and administrative burdens. Still more, however, needs to be done * * * 

What would you say that this would do from the standpoint of 
administrative burdens on customs? 

Mr. Lazrus. I do not know of any greater burden that they could 
place on us and on the customs officials than a regulation such as this 
which would go into what might happen to merchandise for 3 years 
after I sold it or have imported it in the United States. I do not 
know of a greater burden that could be placed on them. 

Mr. Karsten. Would you say this was going in the opposite direc- 
tion from which the President was talking ? 

Mr. Lazrvus. Nothing could be done more fully. 

The Cuarrman. Mr. Byrnes of Wisconsin will inquire. 

Mr. Byrnes. As I understand it, this whole question does not come 
up just over a matter of upjeweling, and I refer to Mr. Rose’s testi- 
mony at which I believe you were present and heard. 

Mr. Lazrvus. Yes, sir. 

Mr. Byrnes. As I gather, this problem came about as a result of an 
application by an importer for a ruling on four different new samples 
that were brought in. 

Mr. Lazrus. We were that importer, for your information. 

Mr. Byrnes. Then you can tell me about it. My understanding is, 
as far as three of those movements were concerned, it was held that 
they were a substitute for jewels and therefore they came in as jewel 
movements and took the $10.75 rate. First, is that new in the field? 

Mr. Lazrus. No, sir. What we had intended to introduce in the re- 
manufacture—and, incidentally, the method that we would have to 
pursue in remanufacturing that watch could cost us an additional 
dollar or two or three dollars to do it—absolutely came within the law. 

Mr. Byrnes. What I want to find out is whether that is a new type 
of movement from what has been coming in. 

Mr. Lazrus. No; it is not a new type of movement. 

Mr. Byrnes. New technique? 

Mr. Lazrus. Yes. 

Mr. Byrnes. New gimmick; is it not? 

Mr. Lazrus. No; there is no gimmick at all. 

Mr. Byrnes. There is something new about it. 

Mr. Lazrvs. No, sir; there is nothing new about it at all. Asa 
matter of fact, it was our intention to bring every movement in in the 
17-jewel category in that quality, and as they were brought in, they 
would be 17-jewel running watches and look like any other watch. 
It would be like any other watch. There is no gimmick. 

Mr. Byrnes. Is it your intention to put those out on the market 
without making any changes in them? 

Mr. Lazrus. Yes, of course; about 92 percent of them. 

Mr. Byrnes. Of the new ones coming in? 

Mr. Lazrvus. Yes; 92 percent of the movement submitted. 

Mr. Byrnes. Then it is your contention that you have developed no 
new technique to assist in the upjeweling ? 
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Mr. Lazrvs. No. The only new technique that was introduced was 
one that we spoke of which is covered now by a Treasury decision 
making it impossible for us to use it. That was not one of these four. 

Mr. Byrnes. You mean the Treasury ruling which says that there 
is a substitute for a jewel, and therefore it shall be classified —— 

Mr. Lazrvs. It is a little more complicated than that. I do not 
think we need to go into it. It does restrict its use and it cannot be 
used under the Treasury decision. 

Mr. Byrnes. Do you contend that this upjeweling that you do on 
this is a manufacturing process? 

Mr. Lazrus. Without doubt. And I issue an invitation to the Con- 
gressman to come at my expense to New York any time he wants to 
come up and see it, and he will find it is quite complicated and employs 
a lot of skilled people who get anywhere up to $2 to $2.50 an hour to 
do the work, and he will find out that we have a real job on our hands 
to do this work. It isn’t just an easy process. 

Mr. Byrnes. I am talking about this new movement. 

Mr. Lazrus. New, or even the one that Mr. Rose has just issued a 
T. D. preventing, and you are welcome to come at any particular time 
you would like, at my expense, to see it, and I will show you what it is, 
or any Congressman on this committee or in the Congress, and I will 
do my best to show you what is done. 

Mr. Byrnes. If you are not importing this new type of movement 
primarily for the purpose of performing this remanufacturing on it, 
then for the most part you would be selling them as 17-jewel watches? 

Mr. Lazrvs. That is correct. That is our intention. We so stated 
to the Treasury, incidentally. 

Mr. Byrnes. That is all. 

The CHarrman. We thank you, Mr. Lazrus, for your appearing 
and for the information you have given the committee. 

(Appendix A submitted by Mr. Lazrus has been placed in the com- 
mittee files. Appendixes B and C follow :) 


APPENDIX B 


Imports of watches since resumption of “upjeweling” compared with previous 
years 


Total imports 
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NOTES 


Decrease in total imports since upjeweling, compared with previous year: 2,198,635 units, or 25.6 percent 

Decrease in 17-jewel imports since upjeweling, compared with previous year: 1,827,672 units, or 34.3 
percent. 

Decrease in total imports in 4 months of 1955, compared with 1954: 393,483 units, or 13.5 percent. 

Decrease in 17-jewel imports in 4 months of 1955, compared with 1954: 497,429 units, or 26.8 percent. 

Decrease in total imports in 4 months of 1955, compared with 1953: 1,106,141 units, or 35.4 percent. 

Decrease in 17-jewel imports in 4 months of 1955, compared with 1953: 1,040,259 units, or 43.4 percent. 











JEWEL SUBSTITUTES IN WATCH MOVEMENTS 119 


APPENDIX C 


Financial data on leading domestic companies from 1937 to 1954 
HAMILTON WATCH CO. 


| 
| 
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The CuHamman. The next witness is William Fox. Come forward, 
Mr. Fox. 


Please give your name, address, and the capacity in which you appear 
for the recor 


STATEMENT OF WILLIAM H. FOX, EXECUTIVE SECRETARY, 
AMERICAN WATCH ASSOCIATION, NEW YORK, N. Y. 


Mr. Fox. My name is William H. Fox. My address is 39 Broad- 
way, New York 6. 
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Mr. Chairman and gentlemen of the committee, I am the executive 
secretary of the American Watch Association, on whose behalf Mr. 
Lazrus has just testified. 

I also represent the association as its customs counsel and have 
specialized in the practice of customs and tariff law for over 25 years. 
Therefore, in my testimony on these identical bills, H. R. 7466 and 
H. R. 7467, I should like to speak as a customs lawyer who has devoted 
his entire professional life to the day-to-day practice in customs 
matters. 

Based on my experience, I wish to emphasize at the outset that this 
bill completely disregards two settled principles that have governed 
customs law for the past 75 years. The first of these basic axioms is 
that an importer may fashion his merchandise so that it will be duti- 
able at the lowest rate so long as no deception is practiced and the 
goods are truly invoiced and freely and honestly exposed to the cus- 
toms officers for their examination. The second of these basic axioms 
is that duty assessments on merchandise must be determined by its 
condition at the time of importation. 

Completely at odds with these settled principles, the bills now before 
your committee would ignore the condition of the goods at the time 
they are imported and would substitute as a basis for the duty a 
subsequent condition brought about either by the importer or by future 
purchasers of the goods. Under its provisions, no one could be certain 
of the duty on a movement until a period of 3 years after its release 
from customs custody. 

I will at some points in my short prepared memorandum depart 
from its text to mention things that have been testified to here yester- 
day and today which I believe require some comment in the course of 
my presentation. 

It has been testified that there are some 17 instances in which the 
Congress has made exceptions to this general rule. I would like to 
point out that while I know of a number—and there may be 17—in 
every one of those instances the exception is made to grant a benefit 
to the importer, such as in the case of carpet wool, for example, which 
is used in the production of carpets in the United States, affording 
domestic labor work. ‘The wool, instead of being dutiable, is free 
of duty; but the bill pending before you is the first bill and the only 
one to my knowledge which ever creates a penalty at a subsequent 
time, depending on a condition after importation. 

This bill will penalize the importer from the normal rate of duty 
applicable to the movement in its imported condition and, depending 
on whether either the importer or some second, third, or fourth pur- 
chaser sees fit to include frictional bearing jewels, will increase the 
duty at least 300 percent. 

I have studied this biil carefully. In fact, I can say without ex- 
aggeration that I have read its provisions some 15 or 20 times to 
try to see if it possibly could be reasonably administered. My con- 
clusion, which I respectfully submit, is that this bill is completely 
incapable of fair administration. In short, it is simply an unwork- 
able measure. Let me explain why. 

By the terms of the bill, it would be absolutely impossible finally 
to determine—until a period of 3 years after the merchandise was 
released from customs custody—the duty payable on every watch 
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movement, clock movement, mechanism, device, instrument, assembly, 
or subassembly dutiable under paragraphs 367 and 368 of the Tariff 
Act of 1930. 

This means that, at a time when the customs service has expressed 
its interest in expediting and speeding final liquidation of customs 
entries, tens of thousands of entries covering millions of watches, 
clocks and all the other devices covered by this bill must be withheld 
of liquidation for a minimum of 3 years after the goods have been 
released from customs custody. This is true because, under this bill, 
the duty payable cannot be finally determined until the 3-year period 
is passed. This is the only way this bill can be read ; the language per- 
mits no other construction. 

The bill makes no attempt to meet the problems of administration 
apparent in its sweeping provisions, but simply authorizes the Secre- 
tary of the Treasury to make regulations to carry out the proposed 
legislation, and states that these regulations may include provisions 
for any bond, declaration, or other form of proof he deems necessary. 

Clearly, under this statute, the Secretary of the Treasury could thus 
require every importer, even of the cheapest movement, to place or put 
up a bond for $10.75 per movement since any movement could be 
remanufactured by someone within 3 years to include more jewels 
than it contained at the time of importation. Even if the Treasury 
Department did not require a bond on 1-jewel movements but, for 
example, limited it to 17-jewel movements, it is clear that no importer, 
no matter how prominent, could financially carry this type of opera- 
tion. In other words, what has been phrased as a simple technical 
change, by its terms could be administered to put all importers out of 
business. 

Even if no bond is required, it is clear that, under this bill, an 
importer nonetheless would be faced with an impossible situation. 
No importer holds his watches for 3 years. Under this bill, it does 
not matter how many hands a watch will pass through. The effect 
of the bill is that the duty on a movement must be assessed on the 
number of jewels it contains, serving as frictional bearings, at a date 3 
years after the movement has been released from customs. This makes 
an importer responsible for duty on a watch—which duty could be as 
high as $10.75 on an imported movement valued at from $2 to $6 or 
$7—which he has sold close to 3 years previously. I submit that this 
is as unfair and unrealistic a provision as has ever been suggested for 
a tariff classification. 

Just as the statute is indiscriminately drawn to make an importer 
responsible for matters which in most instances would be completely 
out of his control, so, too, it goes far beyond any conceivable problem 
involving the upjeweling of watch movements. It covers every mech- 
anism, device, and instrument classifiable under paragraphs 367 and 
368. Moreover, it covers not only such articles but also every assembly 
or subassembly. 

Many watch parts or components of watch movements, which are 
presently classified as assemblies or subassemblies, have been tradi- 
tionally imported in this country for use in the repair or assembly of 
movements, in a manner which necessarily contemplates the insertion 
of jewels. For example, if a bridge is imported as part of a sub- 
assembly and is used to repair or assemble a movement, and jewel 
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bearings are inserted in this bridge, the duty on the bridge would be 
increased by the number of jewels inserted. To take concrete figures, 
a subassembly composed of, say, 3 metals parts, which would bear a 
duty of 6 cents (2 cents per part), could, if 4 jewels found their way 
into it in a repair or assembly operation, carry an added duty of 36 
cents (9 cents per jewel) under this proposed bill. 

Thus, we find that this so-called simple technical amendment would 
seriously affect the whole duty structure on watch repair parts and 
components. Impossible as the burden would be on the importer of 
complete movements, I leave the committee to imagine the insoluble 
problems this bill would place on the importer of the thousands of dif- 
ferent kinds of watch parts and components which are sold from day 
to day in this country. 

At this point, I would like to focus for a moment on just how far 
this bill has gone in trying to broaden the provision for “substitutes 
for jewels.” The proposed bill defines the term “substitutes for jewels” 
as including, without limitation, each place in any watch movement— 
and I want the committee to could that very carefully, and I 
emphasize “each place in any watch movement”—where a jewel shall 
be placed or inserted to serve a mechanical purpose as a frictional 
bearing, at any time within 3 years after the date of release of the 
movement from customs custody. 

In defining the term “substitutes for jewels,” the bill is not limited 
to locations where a jewel is substituted for some other bearing such 
as a metal, or plastic, or other form of bearing. It goes to the point 
of saying that the mere insertion of a jewel any place in a movement— 
even though the jewel does not replace anything in the movement— 
constitutes a “substitute for a iont” 

As a matter of language and logic, I do not see how a statute could 
reasonably state that a hole or space in a movement is a “substitute for 
2 jewel”—merely because at some later date someone inserts a jewel 
in this space. If language is to have a meaning, a “substitute for a 
jewel” must be an article that has some physical substance and physical 
characteristics. It is utterly asieat hs state that a mere hole or 
space in any part of the movement where a jewel bearing may be 
inserted is a “substitute for a jewel.” 

I submit that the various points I have called to your attention 
clearly establish that this is an extremely loosely drawn bill which 
contains no standards for fair administration and would subject 
the entire American watch importing and assembling industry to the 
whims of administration. 

I would like to discuss now for a few moments another point where 
I believe my experience in this field may be of some help to the com- 
mittee. In some quarters, statements have been made that this legis- 
lation is needed to prevent a deception or evasion of the watch duties 
which has deprived the Government of considerable revenue. For ex- 
ample. I have heard it said that upjeweling in the United States 
evades the increase in duties on watch movements proclaimed by the 
President last year. Also, that the practice of upjeweling results in 
a considerable loss of customs revenue to the United States. 

With respect to the first contention, the duties which the President 
increased apply only to movements having up to 17 jewels. The 
proclamation did not apply to movements having over 17 jewels. 
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Therefore, the matter of remanufacturing watch movements to 21 or 
23 jewels has no relation whatsoever to the increase in duties on 
watch movements proclaimed by the President, and the practice of 
upjeweling does not, in any respect, evade the said increase in duties 
announced by the President. 

With respect to the second contention that upjeweling results in a 
loss of customs revenue, I would like to point out that the duty of 
$10.75 on movements having over 17 jewels has made it absolutely 
impossible to import popular-priced watch movements in this high- 
jewel field. Since the inception of the $10.75 provision in 1930, im- 
ports of movements having over 17 jewels have represented approxi- 
mately one-tenth of 1 percent of all watch imports. Moreover, these 
movements, of necessity, are high quality — expensive. Since the 
$10.75 duty has resulted in a virtual prohibition since 1930 against 
the importation of popular-priced movements having more than 
i7 jewels, it is obvious that there can be no loss of revenue to the 
Government as a result of upjeweling. 

Certainly if people do not import these movements because it is 
commercially not feasible to do so, the Government is not deprived of 
any revenue on something which is not being imported and on which 
no duty is being paid, and the fact that they may upjewel some 17- 
jewel movements on which they pay the full duty as provided by the 
Presidential proclamation last year does not cause the Government 
any loss of revenue, because in any instance these movements would 
not be imported with more than 17 jewels as it would be a practical 
commercial impossibility. 

The remanufacture of movements by importers has enabled them 
to compete, though at a disadvantage, with the domestic manufac- 
turers in the sale of popular-priced movements of more than 17 jewels. 
If any bill such as that now proposed were to be passed, the result 
could not possibly be an increase in customs revenue. It is utterly 
impossible, as a practical commercial matter, for an importer to import 
a watch at a $10.75 duty and sell in the popular-priced field. The 
necessary result would rather be to give the domestic manufacturers 
a complete monopoly of the popular-priced higher jeweled field. 

In this connection it is of interest that, to my knowledge, the domestic 
manufacturers have for many years been appearing before various 
congressional committees and the Tariff Commission, stating that 
all they seek is “equality at the border.” By “equality at the border” 
they mean a situation where the customs duties on imported move- 
ments would equalize the domestic manufacturers’ costs of produc- 
tion so that all can compete in the watch market on an equal Taste 

However, when it comes to movements having over 17 jewels, the 
domestic manufacturers do not want equality at the border, but a 
monopoly of this market. 

They lion, of course, that upjeweling is the only possible way 
importers can reasonably compete with the production of the domestic 
manufacturers in the popular-priced, over-17-jewel watch market in 
this country. They know that importers cannot, as a practical com- 
mercial proposition, bring in popular-priced movements having over 
17 jewels because of this $10.75 duty such movements carry. There- 
fore, if they can prevent the importers from upjeweling. the domestic 
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manufacturers will have, for all practical purposes, a virtual monop- 
oly of the domestic over-17-jewel watch market. 

That upjeweling does not give the importers any advantage over 
the domestic manufacturers is clear from the following figures: The 
foreign cost of a popular-priced 17-jewel movement is about $6; the 
duty on such a movement approximates $3.50; and the cost of up- 
jeweling would range from $1 to $2—making a total cost approxi- 
mating from $10.50 to $11.50 per movement. 

We know from our knowledge of prices in the watch market that 
the domestic manufacturers can produce an over-17-jewel, popular- 
priced movement for less than cheek figures. Therefore, when the 
domestic manufacturers compete against imported upjeweled move- 
ments, they have the better of the competitive situation. But they 
are not satisfied with such a competitive advantage. They want 
complete control of this market. It is thus quite clear from their 
actions opposing upjeweling that their professed desire for “equality 
at the border” is meaningless and, apparently, has not been advanced 
in good faith. 

At this point I am deviating from my prepared statement to con- 
clusively establish to you gentlemen, based on the figures that Mr. 
Bulova, himself, testified to this morning and on previous testimony 
which he has personally given before the United States Tariff Com- 
mission, that the cost of production of a domestic movement having 
over 17 jewels in the popular-priced class is not $15, as Mr. Bulova 
misrepresented, but is more nearly in the neighborhood of $10 to 
$10.50 at a maximum. 

I am quite certain if this committee finds it desirable or advisable 
to do so, and investigates the production records of the domestic 
watch manufacturers, they will find the watch movements are being 
produced at a cost somewhere between $8.50 or $9 a movement up to 
perhaps $10 or $11 at an utter maximum. 

This morning Mr. Bulova represented an imported movement as 
costing $4, which I believe from what experience I have in the field 
would be about the lowest price 17-jewel watch it is possible to buy. 
It is the so-called barrage quality movement, which is of the lowest 
possible quality one could buy in Switzerland. 

The duty on this movement, if it were 17-jewel, and of a size which 
we have apparently been discussing here the past 2 days, would be 
approximately $3.50, so that makes $7.50. This $3.50, incidentally, 
includes the Presidential increase proclaimed last year. Mr. Bulova 
testified it cost him $3 more to manufacture a movement in the United 
States than the cost of importing this particular movement which 
I am discussing, so that makes his production $10.50, does it not? 
$7.50 plus $3 more is $10.50. 

Mr. Bulova testified that in making the 21-jewel watch, he adds 4 
jewels at a cost of 5 cents each. Those 5 cents each total 20 cents for 
4 jewels, and it is the same 17-jewel movement of the same quality, 
with 4 additional jewels that cost 20 cents, so you now go from $10.50 
to $10.70. Therefore, the movement does not cost $15, as he has 
represented, but it costs at a maximum $10.70. 

I will refer you at this point to Mr. Bulova’s testimony before 
the United States Tariff Commission in 1951, investigation No. 4, 
when the domestic manufacturers instituted their first application 
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for tariff relief under the escape clause in the Swiss trade agreement. 
Mr. Bulova personally testified that the number of man-hours re- 

uired to produce a watch movement in his plants in the United 
States, the average time required to make a watch movement, approxi- 
mates 314 hours. I refer the committee to the record of these hear- 
ing at page 1514. q 

Using that figure as a basis and the average wage of $1.71 an hour, 
which was testified to by Mr. Bulova at that hearing as the prevailing 
wage scale, that indicates a wage cost of $5.99 or approximately $6. 
They represented at that hearing that labor represents a minimum of 
80 percent of the cost of production of a domestic watch movement. 
So that representing approximately 80 percent of the cost of the 
movement, makes the total cost of the movement $7.50. 

I will merely state that if this average wage today advanced to $2 
an hour, it would make on the basis of his labor cost, $7, and the cost of 
production of his movement would then be $9 instead of $7.50; and 
I think that is what you will find if you investigate it. 

One other thing in connection with it, to close that point, at in- 
vestigation No. 26 before the United States Tariff Commission, testi- 
mony was given that one of the members of our association purchased 
from a domestic watch manufacturer movements having over 17 
jewels—in fact they had 21 jewels—for less than the $10.75 duty ap- 
plicable to such movements. 

Mr. McCarruy. Mr. Chairman, could I ask one question ? 

The Cuatrman, Mr. McCarthy. 

Mr. McCarrny. I understand from your testimony it is more expen- 
sive to import a 17-jewel watch than the cost of production by a 
domestic producer of a 17-jewel watch. 

Mr. Fox. I did not hear the first part. 

Mr. McCarruy. It is evident from your testimony that the cost of 
a watch which you import, a 17-jewel watch, considering the tariff 
and the cost of upjeweling, is greater than the complete cost of pro- 
ducing such a watch in the United States. 

Mr. Fox. Yes, sir; definitely. 

Mr. McCartruy. Why is it? Is there not sufficient supply? Why 
can you not buy them from American manufacturers? You can get 
them more cheaply from them than you can import them. Why does 
not Bulova, for example, expand production, or someone expand pro- 
duction? Your testimony was that the total cost was approximately 
$10.50 to $11.50 per movement of a 17-jewel watch which is imported 
and upjeweled. 

Mr. Fox. Yes. 

Mr. McCartrny. Your testimony is now that Mr. Bulova can pro- 
duce such a watch for approximately $9. 

Mr. Fox. $9 to $10.50. 

Mr. McCartruy. Which would give a differential, it would seem to 
me, in cost. If you could buy it here, your cost would be about a 
dollar less than it would be to buy it abroad. 

Mr. Fox. The answer to that is that the four domestic manufac- 
turers are the only people who have plants that can produce these 
movements in the United States, and it is perfectly obvious that the 
reason they are producing them here is because they can produce them 


66835—55——_9 





126 JEWEL SUBSTITUTES IN WATCH MOVEMENTS 


here much cheaper than they can import them, having over 17 jewels, 
with the $10.75 applicable duty. 

Mr. McCarruy. I can understand why they would produce them. 
My question is why does a company like yours not buy from them 
instead of importing ? 

Mr. Fox. They won't sell them. We cannot buy movements from 
the domestic manufacturers. They will not sell movements or parts. 
And then I presume if the cost were $9 to $10.50 a movement, they 
would add on normal percentages of profit, perhaps 30 or 40 percent 
and so on, and even if we could obtain them, they probably would 
be not $10.50 but in the neighborhood of some higher figure. 

But in view of the testimony here that the Bulova Co. imports 1,600,- 
000 17-jewel movements and manufactures all of its 21-jewel move- 
ments in the United States, it is perfectly obvious why he does not im- 
port the 21-jew el movements. They would cost him a minimum, at 
even a cost of $5 a movement, of $16 a movement to bring in, and that 
is why the importers cannot import over the 17-jewel mark and must 
upjewel in order to compete in that particular phase of the market. 

Mr. McCarruy. Thank you, sir. Thank you, Mr. Chairman. 

The Cuatrman. All right. 

Mr. Fox. I wish to express my appreciation to the committee for 
the opportunity which has been extended to me to testify on this 
bill. In conclusion, I would like to make one basic point: I believe 
most strongly that the American watch assembler-importers are en- 
titled to the same rights and privileges as importers of numerous other 
commodities, and should not be deprived of their long-established 
right to remanufacture movements in this country. I am sure the 
committee realizes that the remanufacture of movements in this coun- 
try gives employment to many skilled American workers who make 
every bit as much a contribution to our economy as the workers 
employed by the domestic watch manufacturers. 

If this committee feels that upjeweling does require some regula- 
tion, I think it is clear beyond argument that the present bill cannot 
possibly be the answer. This bill, I submit, cannot be administered 
reasonably. Before acting on such ‘far- -reaching legislation, which not 
only has serious economic consequences for the watch importer-assem- 
bler industry, but also introduces entirely new and dangerous con- 
cepts into customs procedures, this committee should give this matter 
careful study and consider all of the interrelated aspects which neces- 
sarily are involved. 

I respectfully submit that there can be no justification for subject- 
ing American companies, engaged in the importation of watches, to 
this bill, which would, in actual effect, make it almost impossible to 
continue in the watch importing and assembling business on any rea- 
sonable basis. I, therefore, strongly urge, on behalf of the American 
Watch Association, that the proposed bill be rejected by this 
committee. 

The CHatrmMan. Does that complete your statement ? 

Mr. Fox. I am not quite finished, Mr. Chairman. 

I have two supplemental statements that I desire to comment on in 
connection with the testimony that was previously g given here. 

One of those concerns the statement that the Swiss in September of 
1954, as it was expressed, began a program to develop trick techniques 
to facilitate upjeweling. I would just like to point out in connection 
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with that statement that the so-called trick techniques refers unques- 
tionably to this Duo-fix device, which was the subject of the Bureau 
ruling in March of this year. This device, in fact, was developed in 
Switzerland not in September of 1954, but during the latter part of 
1949 and the early part of 1950. It was patented in 1951 in Switzer- 
Jand and in the United States long before the President ever made the 
proclaimed increase on watch duties and long before any question 
ever arose or came up about this practice of upjeweling. 

Secondly, I should like to state, in answer to Congressman Mason’s 
inquiry as to why the Gov ernment has not been collecting the so-called 
$1 for each adjustment which, it was represented here, each 17-jewel 
movement has to the extent of five adjustments, that there is a very 
simple and clear reason why it has not. 

The tariff act provides that movements shall pay this duty pro- 
vided they have been so adjusted and so marked, and the Swiss manu- 
facturers in the production of these movements just do not adjust them 
within the tariff meaning for which the additional duty is provided. 
The movements are clearly marked “unadjusted.” They are unad- 
justed within the technical meaning of that highly difficult subject, 
and for that reason the Treasury Department in 1940 ruled that this 
duty is only applicable to such movements as have been treated after 
they have been manufactured in certain ways which would cause 
them to be adjusted. 

Therefore, there is no such thing as duties for adjustments not 
being collected on movements which they claim to be adjusted. These 
movements simply are not adjusted. Ther are site tiaaten watch 
movements. 

I think that is all I would like to comment on at the moment. 

If the committee has any questions, I would be very pleased to dis- 
cuss those to the best of my ability. 

The Cuarrman. Does that complete your statement? 

Mr. Fox. Yes, sir. 

The Cuarrman. We thank you for your appearance and informa- 
tion given the committee. 

Are there any questions? 

If not, we thank you, sir. 

The next scheduled witness is Mr. William Zint. The Chair has 
been advised that Mr. Leonard Sadow is to appear in his place; is 
that correct ? 


STATEMENTS OF LEONARD SADOW, ASSISTANT TO THE CHAIRMAN 
OF THE BOARD, AND WILLIAM ZINT, IMPORT MANAGER, LON- 
GINES-WITTNAUER WATCH CO. 


Mr. Sapow. That is right. 

The Cuamran. Please give your name, address, and capacity in 
which you appear. 

Mr. Savow. My name is Leonard Sadow. I live in White Plains, 
N. Y. I am assistant to the chairman of the board of Longines- 
Wittnauer Watch Co. I will try to be as brief as I possibly can. 

Mr. Zint. My name is William Zint, resident of Bronx C ounty, New 
York City, and I have been employed with the Longines-Wittnauer 
Watch Co. for 40 years. 
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Mr. Sapow. I wish to thank the committee for this opportunity to 
testify today. Regretfully, neither Mr. M. Fred Cartoun, chairman 
of the board, nor Mr. John P. V. Heinmuller, president of our com- 
pany, was able to come down to Washington Bettini of the annual 
stockholders’ meeting. However, Mr. Zint and I are appearing in 
their behalf, and this statement has their endorsement. 

Longines-Wittnauer is an American-owned company utilizing 
American capital. It has been established in this country for more 
than 80 years concentrating on the production and sale of high quality 
time pieces and is an acknearmaaued leader in styling, quality and de- 
sign. Our stock is listed on the American Stock Exchange and is 
held by a great number of American stockholders from coast to coast. 
Not only do our stockholders have a stake in the outcome of this legis- 
lation, but also do our scores of supplier companies located through- 
out the United States, who supply us with cases, crowns, dials, metal 
and leather attachments and other component parts of a completed 
watch. Like other American importer-assembler firms, Longines- 
Wittnauer gives employment to thousands of workers engaged in the 

varied activities that go into supplying watches to American con- 
sumers. 

It may interest the committee to know that our highly skilled em- 
ployees made a substantial contribution to the defense effort during 
World War II, producing quantities of complete instruments for air- 
craft, surface vessels and for the Army, including turn and bank in- 
dicators, air-speed indicators, inclinometers, compasses, map measur- 
ing devices and other items. 

It may surprise the members of this committee to learn that, al- 
though we are most anxious to voice our opposition to the proposed 
bills, H. R. 7466 and H. R. 7467, Longines-Wittnauer has never en- 
gaged in so-called upjeweling operations. Up to now, we have felt 
that the inherent quality of our watches and prestige of our brand 
would enable us to compete without entering the over-17-jewel field. 

Nonetheless, we are strongly opposed to the pending legislation 
because : 

(1) It introduces a new, complicated, and unfair concept in the 
manner of levying duties on watches. 

(2) We recognize that we may be forced to engage in upjeweling 
operations, should present advertising and merchandising trends be 
continued by the domestic manufacturers. It would be “manifestly 
unfair to deprive us of the long-established right to remanufacture 
the merchandise after we pay duty, while the domestic watch com- 
panies enjoy the monopoly of the 19-, 21- and 23-jewel market with 
the help of an insurmountable tariff barrier. 

(3) It will complicate our import procedures—delaying shipments. 
increasing customs handling charges, and administrative expenses and 
load. 

(4) It establishes an unknown and unlimited liability for 3 years 
for payment of duties after our company has sold the watches. 

The first point, that H. R. 7466 and H. R. 7467 introduce a new, 
unfair and complicated concept in the manner of levying duties on 
watches, has been covered by Mr. Fox, and we will not address our- 
selves to that point. 

As to point No. 2, clearly this legislation could put us at a serious 
competitive disadvantage. 
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The three domestic manufacturers—Bulova, Elgin, and Hamilton— 
have been conducting a vigorous advertising and merchandising pro- 
gram of 19-, 21-, and 23-jewel watches. This advertising, which has 
substituted in the public mind jewel count for quality, has made it 
far more difficult to sell our fine quality watches containing 17 jewels, 
which generally sell for substantially more than domestic watches 
containing more jewels. 

Consequently, American importer-assemblers like ourselves are be- 
coming confronted more and more each day with a blunt fact of com- 
mercial life—unless we can offer watches of equal number of jewels 
and at comparable prices to the domestic manufacturers, our ability 
to compete will be seriously impaired. 

Because of this situation, and because of the great disparity between 
tariffs on 17-jewel movements averaging $3.50 and the flat $10.75 
duty on over 17-jewel watches, it has become vital for an importer- 
manufacturer such as Longines-Wittnauer to retain its basic rights 
to remanufacture movements, should that course be forced on it by 
economic necessity, as looks increasingly likely. This right would 
be wiped out by the pending bill. 

Points 3 and 4, which refer to the increased business complications, 
expense and liability imposed upon us by the bill, will be discussed 
briefly here together. 

The bill introduces hazards and onerous burdens for all watch im- 
»orter-assemblers, including those of us who have never upjeweled. 
Fadel we may be confronted, under the broad powers granted the 
Treasury, with a situation which would make our continued importa- 
tion of 17-jeweled movements difficult and dangerous. In this con- 
nection, I would like to emphasize the following: 

Despite the fact we do not convert our movements to higher jewel 
count, we may incur the obligation to pay an additional $7 duty on 
movements which we import and which may be subsequently sold— 
and perhaps resold—to a purchaser who upjewels them within the 
3-year period. May I add at this point that many of our movements 
made in the regular way without any special devices can be upjeweled 
by others subjecting us to liability. Note that the bill does not restrict 
itself to specific devices and methods but reads: 
the term “substitute for jewels” includes, without limitation, each place in any 
movement, mechanism, device, instrument assembly, or subassembly where a 
jewel (as defined in the preceding sentence) is placed or inserted and serves a 
mechanical purpose as a frictional bearing, whether such jewel is so placed or 
inserted in a foreign trade zone * * * or in a bonded warehouse or otherwise in 
customs custody * * * or elsewhere within the United States within three years 
after the date of release from customs custody. 

Under these provisions we anticipate that if a purchaser obtains our 
watches.and replaces bushings with jewels in order to gain the competi- 
tive advantage of 21 jewels, we would be liable. Thus, the language 
of this bill would clearly make us the guarantor for the payment of 
this higher duty in circumstances which cannot be foreseen at the 
time we make the sale. 

Of course, we do not know the type of regulation the Treasury might 
conceivably issue under the broad authority given to it under this bill. 
But, in our opinion, the Treasury might well demand a 3-year bond 
for every shipment consigned to us. In our case, the total bond might 
exceed $10 million, which is more than the capital of our company. 
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Conceivably, even an importer-assembler who has no intention of 
upjeweling would be faced, under the provisions of this bill, with the 
necessity of m: uintaining a special organization to police the use of his 
merchandise. Even then, of course, the importer would be powerless 
to prevent purchasers from upjeweling. 

Longines-Wittnauer sells hundreds of thousands of watches each 
year. “Chee king every channel of distribution would impose an un- 
reasonable burden on the part of our company. 

In summary, the bill introduces a new, novel, and dangerous method 
of assessing duties. It would deprive us of our right to maintain our 
competitive position if economic conditions compel us to remanufac- 
ture. It would complicate our import procedures and increase our 
liabilities at the same time. 

Therefore, we ask that the bill be studied carefully before shifting 
from the present system of basing duty assessments on the actual con- 
dition of the merchandise at the port of entry. Clearly, H. R. 7466 
imposes so many hardships on the importer-assembler—including 
those whom it may not have intended to affect—that the principles and 
methods of this legislation are unsound, impractical, and unfair. 

Thank you. 

The Cratrman. Does that complete your statement ? 

Mr. Sapow. That completes our statement. 

The Cuatrman. We thank you for your appearance and informa- 
tion given the committee. 

Any questions? 

Mr. Foranp. Yes, Mr. Chairman. 

The CuatrmMan. Mr. Forand, of Rhode Island, will inquire. 

_ Mr. Foranp. Under the circumstances referred to in that section 

-aling with the 3-year period, what way would an importer-assembler 
ye of assur ing that some small jeweler who does not happen to have 
a 21-jewel w atch would not upjewel a 17-jewel watch in order not to 
lose a sale ? 

Mr. Sapow. It would be impossible for the importer and there are 
others than small jewelers that would do it. 

Mr. Foranp. And if somebody has a judgment against one of the 
importers, what is there to prevent him from getting somebody to do 
that job, say, 2 years or so after he had that watch and then running 
to the Treasury as an informer? 

Mr. Savow. Nothing would prevent him. 

Mr. Foranp. It is a wide-open proposition. 

Mr. Savow. Wide-open situation and very dangerous. 

Mr. Foranp. Thank you. That is all. 

Mr. Zrnv. I would like to add there, if I may, that all our Longines 
watches are controlled by numbers and any unscrupulous dealer could 
add 1 or 2 jewels to a timepiece and we are just hooked solid because 
you can identify the entry and we probably would be liable for the 
complete shipment of those thousands of watches therein, which 
amount to $7 each. 

The Cuarman. We thank you, gentlemen, for your appearance and 
information given the committee. 

The next witness is Hon. Millard E. Tydings. 

Senator, we know you very pleasantly, but please give your name 
and address, and the capacity in which you appear, for the record. 
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STATEMENT OF HON. MILLARD E. TYDINGS, ATTORNEY FOR THE 
AMERICAN WATCH ASSOCIATION 


Mr. Typtnes. My name is Millard E. Tydings. My business ad- 
dress is the Wire Building, 1000 Vermont Avenue, Washington, D. C., 
and I am the Washington attorney for the American Watch Associ- 
ation. 

I would like to start out by saying that even though the committee 
must be tired after listening all day, if I might have the attention of 
those who are here for the short statement I will make, I will feel 
that my wait has been well worth while. 

I would like to first state that the Treasury Department's highest 

revenue on any one item from customs duties is derived from watch 
imports. That is a significant fact which should not be overlooked. 

Mr. Chairman and members of this committee, I am appearing 
before you in opposition to the two bills. At the outset I would 
like to address myself to some basic implications of the bill to our 
foreign economic policy, and weigh them against the attempt of the 
Treasury to plug a so-called loophole in assessing duties on watch 
imports. 

Coming on top of a series of restrictive actions taken by the United 
States against watch imports, it seems to me that passage of this 
legislation calling for still another suspension of a concession under 
a trade agr eement is certain to arouse further resentment in Switzer- 
land, and will cause a great deal of dismay among major trading 
nations of the world, under the favored-nations clause. 

Regardless of the stated intentions of the bill, as voiced by Treasury 
officials yesterday, the Swiss Government and people will attribute this 
proposed action to a determined effort on the part of the United 
ar to alter the basic conditions governing Swiss-United States 

rade by further reducing the level of watch imports. Frequent re- 
=a to the escape clause on the part of our Government whenever it 
might suit the convenience of our domestic interests was never con- 
templated by those of us who saw in the trade agreements program 
the hope of reducing trade barriers. 

I fear that we are here establishing a bad precedent: for there are 
very few commodities whose importation does not present some dif- 
ficulty of customs administration and some complexity in assessing 
duties. Will this bill mean that the United States is prepared to re- 
view all trade agreements with the aim of modifying or canceling 
existing concessions piecemeal wherever our citizens exercise their 
traditional right to import their goods in such a way as to qualify for 
the lowest applicable duties ? 

If the United States now wants to change the conditions of entry 
of watches, the proper way is to first initiate negotiations with Switzer- 
land, rather than to rush to Congress with a last-minute 1 request to take 
unilateral action without even discussing the matter with interested 
parties. 

Now, Mr. Chairman, from here on out in my short remarks I am 
going to address myself to misstatements of fact—and the evidence 
which I shall submit is beyond being gainsay—to correct some of the 
things that have been said to this committee. 

Reference was made here yesterday to the fact that plugging the 
loophole on upjeweling was a necessary step in protecting “the status 











132 JEWEL SUBSTITUTES IN WATCH MOVEMENTS 


quo in the watch industry” in the interests of national defense, and that 
the Office of Defense Mobilization Advisory Committee on Watches 
had approved this legislation. 

I would like to address myself, for the next few minutes, to the 
question of the alleged essentiality of the domestic watch industry to 
national defense. 

Naturally all Americans, whether they are in the manufacturing 
or the importer-assembler category of the United States watch in- 
dustry, want to keep this country strong. It is strong and will con- 
tinue to remain strong irrespective of the domestic watch manufactur- 
ing industry, as the following facts will show: 

Last year the Defense Department conducted what has been de- 
scribed by ODM as “one of the most complete studies made of end 
item full mobilization requirements for a single industry.” 

As a result of this study, this is what the Defense Department said 
in a report which has recently been declassified, and let us have precise 
language and have no more of these assertions pulled out of the blue 
which are not supported either in truth or in fact. 

Here is what the Department said : 


(1) The timing devices used in the ammunition program are produced by 
the jeweled-watch manufacturers, nonjeweled watch and clock manufacturers, 
and others completely outside the horological group. There does not appear to 
be any part of the manufacture or assembly of mechanical time fuses that is 
peculiar only to the jeweled-watch industry. 


(2) Only 11 percent of the total mobilization requirement (for all timing 
devices) planned with industry, is with the jeweled-watch industry. 


Thus 89 percent of the total mobilization requirement (for all tim- 
ing devices) planned with industry was produced outside of the do- 
mestic jeweled-watch industry. 


(3) There is in no way a unique requirement for it (the jeweled-watch 
industry) in the fuse program. 


Many manufacturers outside the jeweled-watch industry— 


are capable of producing mechanical time fuses and rear fitting safety devices. 


Every part is being produced by some company other than a jeweled-watch 
firm. 


And I can give you the names of a dozen companies, if the commit- 
tee would like to have them, that never made a watch, to prove the 
accuracy of that statement. 


(4) Mobilization requirements of the Defense Department for jeweled watches 
and chronometers are “nominal,” far below World War II levels. The Depart- 
ment believes that sufficient production capacity “will remain and can be used 
for current procurement needs and be the basis for supplying the mobilization re- 
quirements. If in the future, it should become apparent that sufficient capacity 
will not be maintained and available, the Defense Department can then pro- 
cure all of its requirements of jeweled movements for the mobilization reserve”— 


that is, the requirements for jeweled movements are so small that, if 
necessary, they could easily be stockpiled. 


(5) The needs of the Defense Department for industrial capacity clearly 
demonstrate that “no special nor preferential treatment for the jeweled-watch 


industry is essential.” 

What was said here this morning by the witnesses on the other 
side to a that the watch industry was essential to the national 
defense? Nothing but statements pulled out of the air, unsupported 
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by any competent official in any branch of this Government, and I 
think we ought to get this fact over once and for all. I would like 
to add that for a number of years I was chairman of the Armed 
Services Committee of the Senate, and I think I know a little about 
national defense from that experience. 

For many months this Defense Department report was suppressed 
under a “secret” classification. While it was classified, there was a 
mammoth effort to convey the impression that the domestic jeweled- 
watch industry is essential to national defense. By the time the 
Department agreed, at the request of the Senate, to declassify its 
report reaching opposite conclusions, the damage had been done, and 
it has been reprinted over and over again without any basis of proof 


or fact to support it. 


Of course, it is desirable to have a domestic watch-manufacturing 
industry. Every conceivable industry of every type, shape, manner, 
and form can be of use in time of war. But so far as military pro- 
duction is concerned, the domestic watch manufacturers are not 
uniquely vital to the military procurement program of the United 
States Government for the simple reason that the ordnance items pro- 
duced by the domestic industry can be obtained from many, many 
other plants. 

The truth is that the four jeweled-watch manufacturers possess few 
skills that are not found in other branches of the watch industry 
where employment is many times that of the jeweled-watch producers. 
In fact, the defense production records of many importer-assemblers 
during and since World War II compare favorably with the output 
of military items by the four domestic manufacturers. 

In times of national emergency, importer-assemblers made the same 
types of precision items and equipment in comparable quantity and 
quality as were made by the four jeweled producers. Their workers 
possess similar types of precision skills. 

These facts induced Assistant Secretary of Defense Thomas Pike 
in testifying before the Armed Services Committee last year in my 
presence to say: 

It is * * * from a Defense Department standpoint nearly impossible to arrive 
at a determination that any one part of the horological industry is more essential 
for defense than any other part. 

But that will not end the rumor and the clamor. People with- 
out any facts to sustain their assertions will still testify before this 
committee that the Defense Department said that the watch industry 
is essential to the national defense, without any statements to prove 
such remarks. 

Now finally let us consider the situation behind the Iron Curtain. 
It is a known fact that Russia has no substantial jeweled-watch in- 
dustry. Thus, what becomes of the defense argument when our most 
potential enemy, Russia, has no noted jeweled-watch industry? If 
Russia’s war potential is dependent upon her jeweled-watch industry, 
as it is claimed ours is, then we can all rest easy since the Soviet is 
certain to be defeated in the early days of any future war with the 
West, because it has no domestic manufacturing jewel-watch industry. 

Really, isn’t this whole defense claim, as a justification for tariff 
and customs actions involving the watch industry, just a bit ridiculous ? 

Now, Mr. Chairman, I hope you will realize that the present effort 
by the domestic manufacturers to ban upjeweling operations is part 
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of a pattern of attacks by these four companies against the importer- 
assembler segment of this industry. Despite the fact that only 1 year 
ago they received the benefits of a 50-percent boost in tariff rates, the 
domestic manufacturers have persisted in their efforts to hamper 
imports in every way. As a result of their pressure, the importer- 
assemblers have been faced with a series of executive actions, law- 
suits, congressional investigations, threatened legislation, and virtually 
every other device which can be dreamed up by this pervasive protec- 
tionist group, notwithstanding that these assemblers and importers 
are American citizens, financed with American capital, and employing 
more American workmen than the four domestic jewel-manufacturing 
companies employ. 

We are dealing with American citizens here who are speaking, not 
the Swiss. These importers have built up a substantial business and 
what is involved in this bill might cost them millions of dollars. 

All of these actions point up to one thing. What the domestic 
watch manufacturers really want are further barriers to foreign 
competition, in contravention of the President’s expressed, and this 
administration’s, trade program. 

Only the most naive man in the world would believe that these 
gentlemen are now really here today to close a so-called loophole in 
the law. They are here to further restrict the importation of Swiss 
watch movements, and I believe every member of this committee 
knows in his heart that that is their real purpose, if not their avowed 
purpose. 

Let me for a moment sketch for you what the tariff increase did to 
the American economy so you may weigh the effect of this bill upon it. 

When the President increased the duties on imported watch move- 
ments 50 percent, it became necessary under our agreement with 
Switzerland to reduce the tariff on other articles so as to compensate 
the Swiss for the curtailment of their watch sales in the United States 
market. 

Can it not be assumed that if these pending billls are approved, 
Switzerland will ask for more compensatory relief so that it may con- 
tinue to buy at least a proportion of the American goods which it now 
buys? Remember, gentlemen, that the Swiss during the life of this 
reciprocal-trade agreement have bought from the United States more 
than $500 million more of our goods than we have bought of Swiss 
goods. Do you suppose for a moment, if further restrictions are put 
on the Swiss, with the already large unfavorable balance of trade 
which this little country has with the United States, that it will not 
ask for more relief in order to survive and to continue to trade? 

Can we expect them to keep on buying our goods while not per- 
mitting them to sell to us? Such a philosophy runs counter to every 
tenet, philosophy, program, and utterance of the President of the 
United States and those who speak for him on international trade 
matters. 

Here is something I hope the committee will remember, if they 
remember nothing else of what Iam about to say. It is not long, and 
I hope I may impress you with what I am about to read. 

It has been said here that the 50 percent increase in tariff did not 
reduce the imports of watches from Switzerland. Listen to the facts; 
and what I am reading are the facts, taken from the Tariff Commis- 
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sion’s report and from Commerce Department’s report this year. 
They are the Government’s own figures. Listen. 

And consider what has already happened since the 50-percent tariff 
increase went into effect. In January 1953—and I picked out Jan- 
uary 1953 because that was a year before the hearing before the Tariff 
Commission, as a normal year—in January 1953 imports totaled 
500,000 movements of the 17-jewel watch movements. In January of 
1955, a year after the tariff went into effect more or less, just half that 
many movements came in, half of them. In February 1953, whereas 
575,000 movements were imported, in February 1955 only 379,000 
movements were imported, almost half as much again loss in imports. 
In March 1953, 700,000 movements were imported, but in March 1955 
only 344,000 movements were imported, a decline of more than 50 
percent; in April 1953, 604,000 movements were imported, whereas 
in April 1955, 383,000 movements were imported, a decline of 40 
percent. 

Let me summarize. In 1953, for the first 5 months, 3 million move- 
ments were imported. In 1955, 1,122,000 were imported, a decline of 
nearly 60 percent, and yet with no figures to support it, witnesses come 
before this committee and say that the increase in tariff has had no 
effect on the importation of ws atch movements. 

These are the Tariff Commission’s figures. These are the Com- 
merce Department’s figures. You have already shot this market to 
where it is 50 percent of what it used to be, and to have these state- 
ments made without any supporting facts is an outrage perpetrated 
on this committee. 

Even with upjeweling, total imports declined more than 25 percent 
while 17-jeweled imports declined 34 percent since last year. 

Doesn’t the committee feel that the full effect of this 50-percent 
tariff increase should be allowed to develop before Congress places 
additional burdens on the importer-assemblers who are American citi- 
zens, owning American companies, financed by American capital, and 
employing more American workers than do the four domestic jeweled 
watch companies ¢ 

Isn’t that a fair proposition to submit to this committee in view of 
the figures I have submitted? Shouldn’t a little more time go by to 
see what the effect is? These domestic people are going to be better 
off than they have ever been with this 50 percent increase in tariff, and 
the figures prove it. 

As: you have heard from previous witnesses, the remanufacturing 
process performed by these American watch importers has its counter- 
part in virtually every other importing industry. Let me ask the 
members of this committee: Do you propose to plug the one so-called 
loophole as it affects watches and leave all of this vast area affecting 
other articles untouched ? 

Are we lepers! Isthis the caste system? Is this fair play, that we 
should be singled out to be executed? Is not that class or discrimi- 
natory legislation ? 

It is indeed a new concept that the Government intends to supervise 
the sale and wide distribution of watch movements over a period of 
3 years. Without disrespect, I call this the bootleg bill. It reminds 
me of prohibition. It is just about as safe to uphold. 

I predict with complete assurance that if this law is put on the 
statute books, honest men who have imported 17-jeweled watch move- 
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ments for resale will be continually charged with offenses of which 
they had no knowledge and no part, utterly contrary to the whole 
American system of justice and fair pay. 

And I make another prediction: That even if this law passes and 
even if the decrease in imported watch movements continues, it will 
not slow down those who, in a dozen different forums in the last couple 
of years, have entered upon a policy of harassment of American citi- 
zens and concerns engaged in a perfectly honest and respectable indus- 
try. 

‘Now let us look at the other side of the picture. Are the four 
domestic watch manufacturers in dire financial condition? Since 
1937, the working capital of one of these has increased more than 150 
percent; the working capital of another has increased 450 percent ; 
the working capital of a third company has increased 250 percent. 
Net income through all these years has been good. Total assets have 
greatly multiplied. Net sales of 1 company in 1937 was $7,500,000, in 
1954 they were $31 million; net sales of another company were $15 
million in 1937 and amounted to $76 million in 1954, from $15 million 
to $76 million in the space of 17 years, a 500 percent increase. Net 
sales of a third company were $11 million in 1937 and were $60 
million in 1954. My, oh my, what a sad financial crisis these three 
companies are going through! And how they need this loophole 
closed up and higher and higher tariffs! 

How about the monopoly these four domestic companies enjoy? 
Have the domestic manufacturers told you that under the old and 
present tariff rates they enjoyed a complete monopoly in the more- 
than-17-jeweled watch field? Have they told you that in the more- 
than-17-jewel field, only a handful of movements are imported, while 
these 4 domestic manufacturers are making more than 1 million move- 
ments in this same category? And that the 5,000 that do come in 
are fine, specialty watches costing two, or three, or four, or seven, or 
eight, or nine hundred dollars, or $1,000 apiece? They are not com- 
petitive with popular-priced watches when they do come in. 

In other words, have they told you that they are making or selling 
300 high jewel watches for every single one that is imported? 300 to 
1. What isthe committee to say of that? Are not we entitled to some 
chance to compete with them? In fairness, have they asked the com- 
mittee to bring about a decrease in duties on above-17-jewel move- 
ments to compensate for last year’s 50 percent boost in rates affecting 
17 jewels and under, in the face of a 50 percent decline in imports, 
the figures of the Tariff Commission and the Commerce Department? 
Oh, no. 

I respectfully submit that in view of this monopoly in the more- 
than-17 jeweled field, which is of growing importance to the watch 
market, that this pending legislation is most inappropriate. 

First, it is impractical in its execution. It will charge honest men 
with dishonesty. It will cause honest businessmen to labor under a 
cloud of fear, lest watches they have sold are unjeweled by people 
they do not even know. 

Second, sufficient time since the imposition of the 50-percent in- 
crease in tariff on less-than-18 jeweled watch movements has not 
elapsed for its full effect to be measured and understood. It would 
be unfair to discriminate against watch importers so soon again, in 
the face of a 50-percent decline in imports of 17-jewel movements. 





re ee 








JEWEL SUBSTITUTES IN WATCH MOVEMENTS 137 





Third, the Swiss will want some compensatory changes beneficial 
to them in exchange for this new legislation. If that occurs, and I 
think it will, then some other American industries will likely have 
the tariff on their products reduced, thus further confusing interna- 
tional trade patterns. 

One of the things that recently was given to the Swiss in the re- 
duction of duty on American imports, was a reduction in duty on 
water meters, and I have had water-meter people in my office that 
want to know how they can file a petition with the Tariff Commission 
so that they can get a hearing on the escape clause. That is one of 
the consequences. 

The watch people get a higher tariff and that has to be transferred 
against the water-meter people who heretofore have had a measure 
of protection. 

A bill of this scope and affecting the lives of the importer-assem- 
blers and the thousands who work for them, and the thousands of 
American companies and farmers who sell to the Swiss should not be 
taken up and considered in the closing days of any Congress. I sub- 
mit that as a sincere, factual, and, I believe, true statement in view 
of what I have shown here in reference to national defense and the 
decline in imports. There are too many sides to this bill; too many 
ramifications; too much chance for unintended injury to other Ameri- 
cans to be disposed of in such brief hearings and under the conditions 
which surround the adjournment of Congress. 

What harm can there be in waiting until the next session when 
there will be more time to explore fully the various facets of this 
matter ? 

I respectfully conclude by hoping the committee will postpone ac- 
tion on this matter at this session of Congress in these Sonia hours 
when the Congress wants to go home. 

The CHatrmMan. Does that complete your statement, Senator? 

Mr. Typrnes. Yes. Thank you, sir. 

The Cuatrman. We thank you for your statement and the infor- 
mation given the committee. 

Are there any questions? 

Mr. Typrnas. I hope I will be interrogated fully. 

Mr. McCarruy. Mr. Chairman. 

The Cuamman. Mr. McCarthy, of Minnesota, will inquire. 

Mr. McCartuy. Senator Tydings, I have a little doubt with regard 
to your proposal that we postpone action on this until the next ses- 
sion. I am convinced that such postponement might result in the 
establishment of certain trade pracices which might then have to be 
reversed. Is there any serious difficulty in that respect ? 

Mr. Typr1nes. I think that is a good question. I will be honest 
enough to say that between now and next January upjeweling may 
take place, but if it does take place on a greatly increased scale, the 
committee can look at the facts then and deal with them, but it has 
only been a little while since the increase in tariff went into effect, and 
that ought to be an element put on the scales, and I think you need 
more experience in which to draft legislation of this character. I 
hope I have answered your question. — 

Mr. McCarrny. My second question is this: If the 50 percent in- 
crease had not been given, would it have been necessary for the in- 
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dustry to develop or increase the upjeweling practice? Is this a com- 
pensatory action on the part of the industry 4 

Mr. Lazrus. May I answer that question as Mr. Tydings may not 
have the facts on the particular matter? We have had upjeweling. 
It has been done throughout the years, and it would have continued 
whether we had had a tariff increase or not. The necessity for up- 
jeweling came about by the fact that high-jewel merchandise has 
oort emphasized in that category by our competitors, and with the 
introduction of the 23-jewel watch of Mr. Bulova, it just almost 
became impossible for us to stay in business without it. It had noth- 
ing to do with the tariff increase. The very best evidence of that is 
found in the figures. Our imports have declined, in spite of the fact 
that there has been an increase in upjeweling, and the biggest drop 
has occurred in the 17-jewel category. Look at the decline in the im- 
ports. So that they really have no relationship to the tariff in- 
crease at all. 

Mr. Typrnes. I will accept Mr. Lazrus’ statement with the quali- 
fication in my opinion there would be less inclination to upjewel if the 
tariff had not been increased. I think that will stand. That is my 
opinion anyway. There are other factors, and I think he has re- 
counted them. 

The Cuamrman. Are there any further questions? 

Mr. Kean, of New Jersey, will inquire. 

Mr. Kean. You mentioned on page 8 about the fact that imports 
have declined 34 percent. Have the American watchmakers taken 
up that slack or has the decline been simply the result of general 
economic conditions or desire of people to buy other things and so 
forth? I mean that, in order to make that figure mean anything, 
you would have to show at the same time that the American watch- 
makers have increased their sales by that amount and that it would 
be a doubling of the American watchmakers’ sale. 

Mr. Lazrvus. I would like to answer because I think this is a matter 
of experience and not a matter of law. 

Mr. Tydings is our legal counsel. I personally think that the 
tariff has not been completely responsible for the reduction in im- 
ports directly. Indirectly it did. Whenever you have changes of 
that kind, you create a disturbance in the market. One man has 
bought a watch for $15. Another man now has to pay $17 for that 
watch, and it creates an uneven competition between your sources of 
sale, that is, your retail store, so that there is a handicap in approach- 
ing the public. 

Where one watch might have been marked $45, it now becomes 
$49.50. One fellow has it at $45; another man at $49.50, and you 
can see what that would do. 

Mr. Kean. He slows up a bit on stocking up. 

Mr. Lazrus. Yes. It creates an uncertainty in the market which 
necessarily has to affect. indirectly rather than directly the sale of 
merchandise. 

Mr. Typrnes. I have no figures and this is pure supposition, but I 
think inquiry by the committee will disclose that some of this slack 
has already been taken up by the domestic producers. 

Mr. Kran. Some of it? 
Mr. Typrnes. I think so. I have no figures. 
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Mr. Kean. It would take an awful lot of increased sales by do- 
mestic producers to make up that 34 percent. 

Mr. Typrnes. I have no figures, but I believe they are available 
from Government sources, and I would like to see the committee get 
them. The figures I have mentioned are from Government sources 
and cannot be | gainsay. 

Mr. Kean. I do not believe the figures as to what the domestic 
people sold for the year 1955 would be available yet. 

Mr. Lazrus. I believe the Department of Commerce has them, 
because I have been in the Department of Commerce, and I believe 
the figures are available if you would inquire from them. They did 
not give them to me, but they indicated to me that they had them. 

Mr. Kean. Thank you. 

The Cuairrman. Any further questions ? 

If not, we thank you very much for your appearance. 

Mr. Typines. Thank you for waiting so long to hear a humble plea 
in behalf of a lot of deserving people. 

Mr. Lazrus. May I offer my thanks, because I was the one who im- 
posed on you to hold these hearings at this ver y horrible time, and I 
thank you for your kindness. 

The Cuamman. That completes the call of the calendar. The 
hearing is now closed. 

The committee will adjourn subject to the call of the Chair. 

(The following material was submitted for the record :) 


HOUSE OF REPRESENTATIVES, 
Washington, D. C., July 29, 1955. 
Hon. JERE Cooper, 
Chairman, House Ways and Means Committee, 
Washington 25, D. C. 

DEAR Mr. CHAIRMAN: I am very much interested in two measures, H. R. 7466 
and H. R. 7467, introduced by you and Mr. Jenkins, which, I understand are 
now being considered by the Ways and Means Committee. These bills would 
prohibit the remanufacturing of imported watch movements to increase their 
jewel count for a period of 3 years after importation. 

Enactment, of such legislation would have serious adverse effects on those 
American firms which import watch movements and assemble the completed 
product in this country. Many of these importer-assembler firms are located 
in the New York area. Some of them are in my district. It is estimated that 
the nationwide sales of these importer-assembler firms bring over $250 million 
annually into the New York sector, and their purchases result in further cir- 
culation of $150 million annually into the region. They employ tens of thou- 
sands of workers, many of whom are highly skilled. 

As you know, the watch tariff issue is extremely complex and has been the 
subject of much public discussion during recent years. The bills now before 
your committee hit at the very heart of the watch tariff question. 

The pending measure would introduce new customs principles. If enacted, 
under the terms of this legislation, imports would be judged on the basis of 
the intent of the importer, instead of on the basis of the condition of the product 
at the time of importation. 

They would have the effect of preventing importer-assembler firms from com- 
peting in the mass market for popularly priced watches. 

In my opinion, Congress should not adopt a piecemeal approach to the watch 
tariff issue. Rather, any action should be preceded by lengthy, thorough study 
of the entire problem, such as the Tariff Commission is now undertaking re- 
garding customs simplification procedures. Only on the basis of such a study can 
we really determine whether legislation of the type contemplated is either 
necessary or desirable. 

Cordially yours, 


ALBERT H. BoscH, M. C. 
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NATIONAL COUNCIL OF AMERICAN IMPORTERS, INC., 
New York, N. Y., July 26, 1955. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Str: The National Council of American Importers desires to go on record in 
firm opposition to H. R. 7467 and H. R. 7466, introduced on July 19, by Represent- 
ative Thomas A. Jenkins and yourself. These bills provide that, for the pur- 
poses of classification under paragraphs 367 and 368 of the Tariff Act of 1930, 
the term “substitutes for jewels” contained in paragraph 367 (i), shall include 
each place in any imported watch movement or mechanism where a jewel may be 
inserted within 3 years after the date of release from customs custody. 

As we understand it, this means that a place or groove where a jewel might 
be inserted is to be regarded as a substitute for a jewel. Obviously, the purpose 
of these bills is to classify imported watch movements containing up to 17 jewels 
under the present tariff provisions for such watch movements which contain over 
17 jewels. 

Our objections to this proposed legislation are on the following basic principles : 

First : Over a very long period of years, the United States customs courts have 
repeatedly affirmed the principle that imported articles are classifiable according 
to their condition as imported and not according to what they may be made into 
afterward. The courts have also consistently held that importers have legiti- 
mate right to have their goods made to meet tariff specifications carrying a lower 
rate of duty. The United States Supreme Court, in the case of United States v. 
Citroen (223 U. S. 407, TD 32298), decided on February 19, 1912, held that the 
classification of imported articles must be ascertained by an examination of the 
articles in their condition as imported; and that articles may be manufactured 
or prepared for the purpose of importing them at a lower rate of duty. 

Second: In setting protective tariff rates, the Congress has usually followed 
the policy of classifying articles requiring further processing after importation 
at lower rates of duty than the same article when imported in a completely 
finished condition. The apparent reason for this is to encourage as much 
processing as possible in the United States by American labor. The proposed 
legislation appears to be a move contrary to this established policy. 

Third: The bills provide for a possible reclassification on a deferred basis, 
namely, within 3 years after release from customs custody, and also involves 
tariff levies on an “end use” basis, which is very difficult to administer. This 
appears to be completely unworkable as the original importe: frequently sells 
the watch movements in their imported condition and the movements may be 
resold several times thereafter. If the importer is to be required to post a 
bond to guarantee that no jewels will be inserted in the grooves, how can he be 
expected to keep track of every watch movement he sells in the original im- 
ported condition? The question might also be raised as to why one classifica- 
tion should apply if jewels are inserted after 3 years have elapsed following 
the release of the goods from customs custody, and a different classification 
should be applied on the very same imported articles if jewels are inserted 
before the expiration of that 3-year period. 

Fourth: The proposed bills involve a change in tariff classification. In the 
Customs Simplification Act of 1954, the Congress directed the United States 
Tariff Commission to make a comprehensive study of the entire tariff classifica- 
tion problem. The Commission is required to submit a report on the various 
aspects of this complicated problem by September 1956. We respectfully sub- 
mit that under these circumstances piecemeal legislation dealing with a single 
classification problem, such as the watch movement situation, is undesirable. 

Finally, we desire to point out that the enactment of the proposed legislation 
will have a very disturbing effect on the present delicate trade relations between 
the United States and Switzerland, because it would require a still further 
modification of our present reciprocal trade agreement with that country at a 
most inopportune time. 

We request that this letter be inserted in the record of the hearings on these 
bills. 

Respectfully yours, Harry S8. RADciirre, 
Erecutive Vice President. 


(Whereupon, at 5:14 p. m., Thursday, July 28, 1955, the committee 
adjourned, subject to the call of the Chair.) 
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